S.  Hrg.  lOa-308 

\"         OVERSIGHT  OF  THE  FOREIGN-FUGGING 
REQUESTS  OF  AMERICAN  SHIPPING  COMPANIES 

Y  4.  C  73/7;  S.  HRG.  103-308 

Oversight  of  the  Foreign-Flagging  R. . . 

HEARING 

BEFORE  THE 

SUBCOMMITTEE  ON  MERCHANT  MARINE 

OF  THE 

COMMITTEE  ON  COMMERCE, 

SCIENCE,  AND  TRANSPORTATION 

UNITED  STATES  SENATE 

ONE  HUNDRED  THIRD  CONGRESS 
FIRST  SESSION 


AUGUST  5,  1993 


Printed  for  the  use  of  the  Committee  on  Commerce,  Science,  and  Transportation 


-^^1,. 


f f 8  /  5 


»5^ 


U.S.  GOVERNMENT  PRINTING  OFFICE 


71-2S6CC  WASHINGTON  :  1993 


For  sale  by  the  U.S.  Govemmenl  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-16-0A3287-1 


\  S.  Hrg.  103-308 

^         OVERSIGHT  OF  THE  FOREIGN-FUGGING 
REQUESTS  OF  AMERICAN  SHIPPING  COMPANIES 


4.  C  73/7:  S.  HRG.  103-308 

Brsight  of  the  Foreign-Flagging  R... 

HEARING 

BEFORE  THE 

SUBCOMMITTEE  ON  MERCHANT  MARINE 

OF  THE 

COMMITTEE  ON  COMMERCE, 

SCIENCE,  AND  TRANSPORTATION 

UNITED  STATES  SENATE 

ONE  HUNDRED  THIRD  CONGRESS 

FIRST  SESSION 


AUGUST  5,  1993 


PVinted  for  the  use  of  the  Committee  on  Commerce,  Science,  and  Transportation 


71-256CC 


--U 

-ii.. 

'i* 

^f8 

'  ^  I99i 

"fr^ 

''■^^^, 

U.S. 

GOVERNMENT  PRINTING  OFFICE 

■'""■Vt., 

WASHINGTON 

:  1993 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-16-043287-1 


COMMITTEE  ON  COMMERCE,  SCIENCE,  AND  TRANSPORTATION 

ERNEST  F.  HOLLINGS,  South  Carolina,  Chairman 

DANIEL  K.  INOUYE,  Hawaii  JOHN  C.  DANFORTH,  Missouri 

WENDELL  H.  FORD,  Kentucky  BOB  PACKWOOD,  Oregon 

J.  JAMES  EXON,  Nebraska  LARRY  PRESSLER,  South  Dakota 

JOHN  D.  ROCKEFELLER  IV,  West  Virginia      TED  STEVENS,  Alaska 
JOHN  F.  KERRY,  Massachusetts  JOHN  McCAIN,  Arizona 

JOHN  B.  BREAUX,  Louisiana  CONRAD  BURNS,  Montana 

RICHARD  H.  BRYAN,  Nevada  SLADE  GORTON,  Washington 

CHARLES  S.  ROBB,  Virginia  TRENT  LOTT,  Mississippi 

BYRON  L.  DORGAN,  North  Dakota  KAY  BAILEY  HUTCHISON,  Texas 

HARLAN  MATHEWS,  Tennessee 

Kevin  G.  Cuktin,  Chief  Counsel  and  Staff  Director 
Jonathan  Chambers,  Republican  Staff  Director 


Subcommittee  on  Merchant  Marine 

JOHN  B.  BREAUX,  Louisiana,  Chairman 
DANIEL  K.  INOUYE,  Hawaii  TRENT  LOTT,  Mississippi 

HARLAN  MATHEWS,  Tennessee  TED  STEVENS,  Alaska 

(II) 


CONTENTS 


Page 

Opening  statement  of  Senator  Breaux 1 

Prepared  statement  3 

Opening  statement  of  Senator  Rollings 4 

Opening  statement  of  Senator  Lott 5 

List  of  Witnesses 

Brown,  Capt.  Timothy  A.,  President,  International  Organization  of  Masters, 

Mates  and  Pilots,  ILA,  AFI^CIO  33 

Prepared  statement  35 

Joseph,  Jerome  E.,  Executive  Vice  President,  American  Maritime   Officer, 

AFI^CIO 40 

Prepared  statement  40 

Lillie  Jonn,  President,  American  President  Companies  12 

Prepared  statement  14 

Lynn,  WilUam  J.,  Director,  Program  Analysis  and  Evaluation,  Department 

of  Defense  56 

Prepared  statement  58 

Mikulsla,  Hon.  Barbara  A.,  U.S.  Senator  from  Maryland 5 

Prepared  statement  7 

Sacco,  Michael,  President,  Seafarers  International  Union  of  North  America, 

AFI^CIO 25 

Prepared  statement  27 

Snow,  John,  Chairman  and  Chief  Executive  Officer,  CSX  Corp 11 

Prepared  statement  14 

Ward,  Gordon,  President,  District  1 — Marine  Engineers  Beneficial  Associa- 
tion    42 

Prepared  statement  43 

Yim,  Hon.  Joan  B.,  Acting  Maritime  Administrator,  Department  of  Transpor- 
tation    53 

Prepared  statement  55 

Appendix 

AFL-CIO  Executive  Council,  prepared  statement  of  the  69 

Kirkland,  Lane,  President,  AFL-CIO,  letter  from,  dated  August  4,  1993  69 

(in) 


OVERSIGHT  OF  THE  FOREIGN-FLAGGING  RE- 
QUESTS OF  AMERICAN  SHIPPING  COMPA- 
NIES 


THURSDAY,  AUGUST  5,  1993 

U.S.  Senate, 
Subcommittee  on  Merchant  Marine  of  the 
Committee  on  Commerce,  Science,  and  Transportation, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  10:07  a.m.,  in  room 
SR-253,   Russell   Senate   Oflfice   Building,   Hon.   John   B.   Breaux 
(chairman  of  the  subcommittee)  presiding. 

Staff  members  assigned  to  this  hearing:  John  D.  Windhausen, 
Jr.,  staff  counsel;  and  Regina  M.  Keeney,  minority  senior  staff 
counsel,  and  Mary  P.  McManus,  minority  staff  counsel. 

OPENING  STATEMENT  OF  SENATOR  BREAUX 

Senator  Breaux.  The  Subcommittee  on  Merchant  Marine  will 
please  come  to  order.  It  is  my  understainding  that  our  colleague. 
Senator  Lott,  of  Mississippi,  is  on  his  way.  Since  our  distinguisned 
colleague  is  here  for  testimony,  we  will  go  ahead  and  begin.  I  un- 
derstand Senator  Lott  will  be  joining  us  very  shortly. 

We  are  meeting  here  today,  not  as  we  usually  do,  to  discuss  leg- 
islation which  will  benefit  the  maritime  industry  in  this  country, 
but  rather  to  review  the  unfortunate  decision  by  the  two  largest 
American  shipping  companies  to  begin  reflagging  their  fleets  under 
foreign  flags. 

It  will  be  a  sad  day  when  the  American  flag  is  lowered  on  these 
ships,  and  the  flag  of  the  Marshall  Islands,  or  Panama,  or  Liberia 
is  raised  on  their  stern. 

I  do  not  now  blame  APL  or  Sea-Land  for  their  decisions.  The 
purpose  of  this  hearing  is  to  understand  why  it  was  made.  They 
are  private  businesses  that  have  fiduciary  obligations  to  their 
stockholders  to  make  responsible  decisions  and  to  earn  the  highest 
return  on  their  investments. 

The  main  promotional  programs  for  the  maritime  industry,  ODS, 
cargo  preference,  the  Jones  Act,  and  title  XI,  are  either  expiring, 
under  attack,  or  unfunded.  It  is  no  wonder  that  all  aspects  of  the 
U.S.  merchant  marines  are  worried  about  their  future. 

We  asked  that  Secretary  Aspin  and  Secretary  Peiia  appear  as 
witnesses.  Instead  we  got  not  a  Deputy  Secretary,  not  an  Under 
Secretary,  not  even  an  Assistant  Secretary,  but  the  Acting  Mari- 
time Administrator  and  an  office  director  from  the  Department  of 
the  Defense. 

(1) 


We  are  in  a  serious  crisis  in  America's  maritime  industry,  and 
this  issue  deserves  the  highest  attention  from  our  highest  officials. 

The  Department  of  Defense  should,  in  particular,  take  notice  of 
what  is  happening.  Almost  every  uniformed  military  office  that  I 
have  spoken  to  over  the  past  20  vears  has  acknowledged  the  impor- 
tance of  the  U.S.-flag  commercial  fleet  to  our  nationaisecurity. 

And  I  continue  to  hear  that  from  the  people  responsible  for  fight- 
ing the  wars.  It's  the  "white-collared  policy  gurus"  that  do  not 
think  we  need  any  commercial  fleet,  and  only  nope  that  ships  will 
somehow  appear  in  a  national  emergency. 

The  Department  of  Defense  would  apparently  prefer  to  spend 
hundreds  of  billions  of  taxpayers'  dollars  to  build  a  few  huge  ships 
that  they  can  put  in  mothballs  rather  than  to  spend  substantially 
less  supporting  working  ships  and  mariners  that  can  be  called  into 
service  at  a  moment's  notice. 

In  fact,  just  last  Friday,  the  Navy  annoimced  that  it  would  spend 
$1  billion  to  convert  five  foreign-built  ships  for  the  storage  and  the 
carriage  of  military  equipment.  That  is  $1  billion  to  convert  5 
ships,  not  to  build  50  ships,  but  to  convert  5  ships. 

For  $1  billion  we  could  support  50  commercial  ships,  at  $2  mil- 
lion per  ship  for  10  years.  The  Department  of  Defense  apparently 
does  not  oppose  maritime  reform  as  a  cost  avoidance  measure. 
They  oppose  it  because  they  want  to  build  ships  for  themselves,  no 
matter  what  the  cost. 

Other  Federal  agencies  have  not  helped  to  bring  about  maritime 
reform.  While  Secretary  Pena  is  to  be  commendedf  for  trying  to  re- 
form the  industry,  he  has  obviously  been  alone  in  his  efforts. 

What  I  do  not  understand,  though,  is  why  agencies  that  have  lit-, 
tie  or  no  involvement  with  maritime  issues  were  given  a  voice  in 
deciding  whether  the  industry  was  worth  saving.  That  is  like  ask- 
ing the  Maritime  Administration  to  comment  on  agricultural  sub- 
sidies. 

Finally,  I  must  acknowledge  the  plight  of  the  maritime  labor.  In 
fact,  I  just  received  a  letter  from  Lane  Kirkland,  the  president  of 
AFL-CIO,  informing  me  that  the  AFL-CIO  unanimously  endorsed 
a  statement  yesterday  calling  on  Congress  and  the  Clinton  admin- 
istration to  enact  maritime  reform. 

American  workers  are  the  real  losers  if  these  vessel  reflaggings 
are  approved.  The  carriers  can  go  foreign,  and  not  only  survive,  but 
prosper. 

American  men  and  women  that  work  on  these  ships,  however,  do 
not  have  that  option.  They  will  be  out  of  jobs.  Under  the  best  of 
circumstances,  thev  could  be  retrained  for  different  careers. 

But  then  what  does  our  country  do  when  we  need  trained,  expe- 
rienced mariners  to  man  ships  in  times  of  war  or  national  emer-.. 
gencies? 

Do  vou  think  the  Filipinos  or  Taiwanese  that  crew  these  U.S.- 
owned,  but  foreign-flagged  ships  will  be  willing  to  endure  the  perils 
of  war  to  serve  the  U.S.  Grovemment?  I  think  not. 

To  say  that  I'm  frustrated  is  an  understatement.  I  have  been 
working  on  maritime  issues  for  over  20  years,  and  never  have  I 
been  more  discouraged. 

While  I  appreciate  the  fiscal  restraints  that  we  are  operating 
under,  the  cost  of  saving  this  vital  industry  is  negligible,  when 


compared  with  the  cost  of  not  saving  it.  On  the  other  hand,  those 
costs  are  actually  tremendous. 

[The  prepared  statement  of  Senator  Breaux  follows:] 

Prepared  Statement  of  Senator  Breaux 

We  are  meeting  here  today,  not  as  we  usually  do  to  discuss  legislation  which  will 
benefit  both  the  maritime  industry  and  the  country,  but  rather  to  review  the  unfor- 
tunate decision  by  the  two  largest  American  shipping  companies  to  begin  reflagging 
their  fleets  under  foreign  flags.  It  wiU  be  a  sad  day  when  the  American  flag  is  low- 
ered on  these  ships  and  the  flag  of  the  Marshall  Islands,  Panama,  or  Liberia  is 
raised  on  their  stem. 

I  don't  now  blame  APL  or  Sea-Land  for  their  decisions.  The  purpose  of  this  hear- 
ing is  to  understand  why  it  was  made.  They  are  private  businesses  that  have  fidu- 
ciary obligations  to  their  stock  holders  to  make  responsible  decisions  and  to  earn 
the  highest  return  on  their  investment.  The  main  promotional  programs  for  the  in- 
dustry— ODS,  cargo  preference,  the  Jones  Act,  and  Title  XI — are  either  expiring, 
under  attack,  or  unfunded.  It  is  no  wonder  that  all  aspects  of  the  U.S.  merchant 
marine  are  worried  about  their  future. 

We  asked  that  Secretary  Aspin  and  Secretary  Pena  appear  as  witnesses.  Instead 
we  got — not  a  Deputy  Secretary,  not  an  Under  Secretary,  not  even  an  Assistant  Sec- 
retary— but  the  Acting  Maritime  Administrator  and  an  office  director  from  DOD.  We 
are  in  a  serious  crisis  in  America's  maritime  industry,  and  this  issue  deserves  the 
highest  attention  from  our  highest  officials. 

The  Department  of  Defense  should,  in  particular,  take  notice  of  what  is  happen- 
ing. Almost  every  uniformed  military  officer  I  have  spoken  to  over  the  past  20  years 
has  acknowledged  the  importance  of  the  U.S. -flag  commercial  fleet  to  our  national 
security.  And  I  continue  to  hear  that  from  the  p>eople  responsible  for  fighting  the 
wars.  Its  the  "white  collared  policy  gurus"  that  dont  think  we  need  a  commercial 
fleet  and  only  hope  that  ships  will  somehow  appear  in  a  national  emergency. 

DOD  would  apparently  prefer  to  spend  lOO's  of  billions  of  taxpayers'  dollars  to 
build  a  few  huge  ships  that  they  can  put  in  mothballs  rather  than  to  spend  substan- 
tially less  supporting  worising  ships  and  mariners  that  can  be  called  into  service  at 
a  moment's  notice.  In  fact,  just  last  Friday,  the  Navy  announced  that  it  would  spend 
over  $1  billion  to  convert  5  foreign-built  ships  for  the  storage  and  carriage  of  mili- 
tary equipment.  That  is  $1  billion  to  convert — 5  ships.  Not  to  build  50  ships,  but 
to  convert  5  ships!  For  $1  billion  we  could  support  50  commercial  ships  at  $2  million 
per  ships  for  TEN  YEAES!!!!  DOD  apparently  doesn't  oppose  maritime  reform  as  a 
cost  avoidance  measure.  They  oppose  it  because  they  want  to  build  ships  for  them- 
selves— no  matter  what  the  cost. 

Other  Federal  agencies  have  not  helped  to  bring  about  maritime  reform.  While 
Secretary  Pena  is  to  be  commended  for  trying  to  reform  the  industry,  he  has  obvi- 
ously been  alone  in  his  efforts.  What  I  don't  understand  though  is  why  agencies  that 
have  little  or  no  involvement  with  maritime  issues  were  given  a  voice  in  deciding 
whether  the  industry  was  worth  saving.  That's  like  asking  MarAd  to  comment  on 
agricultural  subsidies! 

Finally,  I  must  acknowledge  the  plight  of  maritime  labor.  In  fact,  I  just  received 
a  letter  from  Lane  Kirkland,  President  of  the  AFL-CIO  informing  me  that  the  AFL- 
CIO  unanimously  endorsed  a  statement  yesterday  calling  on  Congress  and  the  Clin- 
ton Administration  to  enact  maritime  reform. 

Labor  is  the  real  loser  if  these  vessel  reflaggings  areapproved.The  carriers  can  go 
foreign  and  not  only  survive  butprosper.The  men  and  women  that  work  on  these 
ships,  however,  don  t  have  that  option.  They  will  be  out  of  jobs.  Under  the  best  of 
circumstances,  they  could  be  retrained  for  different  careers.  But  then  what  does  the 
country  do  when  we  need  trained,  experienced  mariners  to  man  ships  in  times  of 
war  or  national  emergencies?  Do  you  think  the  Filipinos  or  Taiwanese  that  crew 
these  U.S.-owned,  but  foreign-flagged,  ships  will  be  willing  to  endure  the  perils  of 
war  to  serve  the  United  States  government?  I  think  not. 

To  say  that  I  am  frustrated  is  an  understatement.  I  have  been  working  on  mari- 
time issues  for  over  20  years  and  never  have  I  been  more  discouraged.  While  I  ap- 
preciate the  fiscal  restraints  we  are  operating  under,  the  cost  of  saving  this  vital 
industry  is  negligible.  The  cost  of  not  saving  it,  on  the  other  hand,  is  tremendous. 

We  are  pleased  to  have  Senator  Mikulski  testifying  before  the  Committee  today. 
I  know  she  shares  many  of  my  concerns  about  the  maritime  industry.  Senator,  we 
are  anxious  to  hear  your  testimony. 

Senator  Breaux.  Mr.  Chairman,  your  comments,  please. 


OPENING  STATEMENT  OF  SENATOR  ROLLINGS 

The  Chairman,  This  morning  the  Committee  on  Commerce, 
Science,  and  Transportation  is  holding  an  oversight  hearing  on  the 
foreign-flagging  requests  of  the  two  largest  remaining  U.S. -flag, 
U.S. -owned  shipping  companies — American  President  Lines — ^APL, 
and  Sea-Land  Services,  Inc. — Sea-Land.  I  have  long  been  a  strong 
supporter  of  our  U.S. -flag  fleet  and  the  U.S.  merchant  mariners 
who  crew  those  vessels.  Thus,  because  of  the  long-term  impact  that 
granting  these  applications  could  have  for  the  industry  and  its 
workers,  we  must  consider  this  matter  carefully. 

I  am  not  surprised  by  the  filing  of  these  applications.  Last  year, 
representatives  of  both  APL  and  Sea-Land  insisted  that  they  would 
be  forced  to  go  foreign-flag  and  possibly  even  to  foreign  ownership 
if  no  U.S.  maritime  promotional  reform  legislation  were  pursued  in 
the  foreseeable  future. 

In  response  to  their  declarations,  last  year  the  Bush  administra- 
tion presented  Congress  with  a  maritime  reform  proposal.  Unfortu- 
nately, the  proposal  did  not  include  a  viable  method  to  fund  the 
program,  and  thus  no  further  action  on  this  proposal  was  possible. 

At  the  beginning  of  this  year,  there  was  renewed  hope  that  en- 
actment of  a  maritime  reform  proposal  was  possible.  Secretary  of 
Transportation  Pena  appeared  before  this  committee  in  January  at 
his  confirmation  hearing  and  designated  maritime  reform  as  one  of 
his  main  priorities.  However,  due  to  many  years  of  neglect  under 
previous  administrations,  we  have  seen  tnat  the  revitalization  of 
the  U.S.-flag  merchant  fleet  will  not  be  a  simple  task.  This  neglect 
has  contributed  to  the  predicament  that  APL  and  Sea-Land  are  in 
today,  which  has  caused  them  to  pursue  these  reflagging  applica- 
tions. 

Furthermore,  I  am  concerned  that  the  Department  of  Defense 
may  not  see  maritime  reform  as  an  important  priority.  It  is  clear 
that  the  Nation  continues  to  need  a  commercial  fleet  in  case  of  war 
or  a  national  emergency.  In  this  regard,  we  need  only  be  reminded 
of  the  Persian  Gulf  war.  U.S.-flag  commercial  ships  were  there  to 
deliver  essential  cargo  to  our  troops  as  the  so-called  Ready  Reserve 
Fleet  experienced  many  operating  difficulties  and  delays. 

The  Nation  should  not  want  to  rely  on  foreign-flag  ships  to  aid 
us  in  future  international  conflicts.  We  do  not  want  to  see  supplies 
sent  to  our  troops  arriving  on  foreign-flag  ships.  Furthermore,  we 
do  not  want  to  see  food  that  we  so  graciously  donate  to  needy  coun- 
tries arrive  on  foreign  ships,  nor  should  we  be  forced  to  rely  on  for- 
eign ships  to  carry  all  of  our  imports  and  exports. 

We  cannot  simply  walk  away  from  our  U.S.-flagged,  U.S.-built, 
U.S.-crewed  merchant  marine.  It  is  vital  to  the  economic  well-being 
and  national  security  of  this  country. 

I  look  forward  to  hearing  from  all  of  our  witnesses  today  on  these 
reflagging  applications. 

Thank  you,  Mr.  Chairman. 

Senator  Breaux.  Thank  you,  Mr.  Chairman.  We  are  very  pleased 
that  our  distinguished  colleague  from  Maryland  is  with  us  today. 
I  note  that  the  distinguished  ranking  Republican  member  on  the 
subcommittee  is  here,  and  I  would  ask  if  he  has  any  comments  that 
he  would  like  to  make. 


OPENING  STATEMENT  OF  SENATOR  LOTT 

Senator  Lott.  Well,  Mr.  Chairman,  I  think  you  summed  it  up 
quite  well.  I  would  like  to  begin  by  thanking  you  for  going  forward 
with  this  hearing.  It  is  very  badly  needed. 

You  and  I,  and  the  distinguished  Senator  from  Maryland,  and 
others  have  been  working  on  this  issue  for  about  20  years,  I  guess, 
back  when  we  were  in  the  House,  and  we  certainly  gave  it  a  good 
try  last  year. 

And  we  are  continuing  to  work  on  the  tremendous  need  for  our 
own  merchant  fleet,  for  maritime  reform.  And  we  see  that  things 
are  not  moving  in  the  right  direction.  In  fact,  they  are  going  in  the 
wrong  direction,  with  the  reflagging  request  that  is  causing  great 
concern. 

I  understand  why  the  request  has  been  made,  but  I  think  that 
while  we  address  this  specific  situation,  it  once  again  forces  us  to 
think  about  the  bigger  question,  the  need  for  overall  maritime  re- 
form. 

So,  thank  you  for  having  this  hearing,  in  the  midst  of  a  very 
busy  time,  and  I  know  a  very  complicated  thought  process  for  mv 
colleagues  from  Louisiana  on  the  reconciliation  bill.  But  we  think 
this  is  a  very  important  issue,  too. 

It  would  help  the  economy  of  this  country.  It  would  help  us  save 
jobs.  It  would  De  very  important  for  the  security  of  our  country  in 
the  future. 

We  have  a  very  fine  panel.  Like  you,  Mr.  Chairman,  I  wish  we 
had  been  able  to  have  the  new  Administrator,  Mr.  Herberger  here, 
but  he  is  still  going  through  the  confirmation  process. 

I  would  have  liked  to  have  others  from  the  administration.  I 
would  like  to  serve  notice,  from  my  part,  that  this  is  not  the  end, 
this  is  just  the  beginning  in  a  very  big  effort  that  we  are  going  to 
continue  to  make  in  the  Congress  and  with  the  administration  to 
find  some  solutions. 

I  mean,  we  do  have  a  fine  panel,  and  I  look  forward  to  hearing 
from  all  of  them.  I  think  it  is  very  appropriate  that  you  began 
these  hearings  today  with  the  distinguished  Senator  from  Mary- 
land, who  has  been  very  active  in  this  area,  and  has  been  willing 
to  support  legislation  that  has  caused  consternation  by  previous  ad- 
ministrations. And  I  have  joined  her  in  that  effort. 

Senator  Breaux.  I  recognize  our  distinguished  colleague,  Senator 
Mikulski. 

STATEMENT  OF  HON.  BARBARA  A.  MnOJLSKI,  U.S.  SENATOR 

FROM  MARYLAND 

Senator  Mikulski.  Thank  you  very  much,  Mr.  Chairman.  I  want 
to  thank  you  for  the  opportunity  to  testify  today.  I  do  look  forward 
to  working  with  you,  and  your  ranking  minority.  Senator  Lott,  on 
maritime  policy. 

Having  worked  with  both  you  in  the  House,  and  now  in  the  Sen- 
ate, I  know  that  both  of  you  are  as  concerned  as  I  am  about  the 
threat  which  is  posed  to  the  national  security  and  economic  secu- 
rity of  the  United  States  if  our  country  loses  its  U.S.-flag  shipping 
capability. 

Our  hearing  today,  and  I  know  your  approach  to  this  issue,  is  not 
to  tell  the  private  sector  what  to  do,  but  to  tell  the  Government 


what  it  should  be  doing  to  work  as  a  partner  with  America's  pri- 
vate sector,  both  management  and  labor. 

I  am  here  today  to  advocate  that  the  President  of  the  United 
States  move  in  a  quick-step  way  to  come  forward  with  a  plan  that 
ensures  the  future  of  the  American  merchant  marine,  to  ensure 
that  our  country  maintains  a  U.S. -flag  reserve  fleet  for  military 
purposes  in  times  of  emergency,  and  preserve  our  country's  historic 
position  as  a  global  economic  power  on  the  sea,  on  the  land,  and 
where  we  need  to  be,  to  protect  the  thousands  of  American  jobs 
that  will  be  lost  if  our  U.S. -flag  fleet  is  sacrificed. 

Mr.  Chairman,  Senator  Lott,  I  do  not  come  to  this  issue  recently. 
As  you  know,  I  represent  the  people  of  Maryland,  which  is  a  State 
with  a  long  and  proud  maritime  tradition. 

If  you  look  at  the  people  who  will  be  testifying  today,  from  the 
private  sector  there  will  be  John  Snow,  the  chief  executive  officer 
of  CSX  Corp.  That  was  the  old  B&O  Railroad  that  moved  west. 

Also  testifying  will  be  Mike  Sacco,  from  Seafarers  International, 
Camp  Springs,  MD;  Tim  Brown,  International  Organization  of 
Masters,  Mates  and  Pilots,  Linthicum  Heights,  MD;  Gordon  M. 
Ward,  MEBA,  with  his  fine  training  school  over  there  in  Calvert 
County,  and  SIU,  down  in  Piney  Point. 

We  are  a  State  that  goes  from  clipper  ships  to  now  microchips, 
but  we  want  to  make  sure  we  preserve  our  merchant  marine  herit- 
age. 

I  grew  up  in  a  blue-collar  environment.  I  know  many  hard- 
working Americans  right  in  my  neighborhood  without  the  benefit 
of  a  college  education,  who  were  able  to  support  their  families  and 
make  an  honorable  career  either  building  ships  or  working  in  the 
merchant  marines.  They  were  good  jobs,  at  good  pay,  doing  a  good 
day's  work. 

When  our  country  went  to  war,  these  ordinary  Marylanders  were 
called  upon  to  do  extraordinary  service.  At  our  shipyards,  they 
built  liberty  ships.  One  of  the  people  who  came  to  Maryland  to  help 
do  that  was  Bob  Byrd,  who  helped  make  the  liberty  ships  during 
World  War  II. 

And  in  the  waters  of  the  South  Pacific  and  in  the  North  Atlantic, 
the  American  merchant  marines  stared  down  enemy  submarines, 
crewed  the  vessels  facing  great  danger,  to  bring  the  supplies  our 
troops  needed  to  win  the  Second  World  War. 

Franklin  Roosevelt  called  our  merchant  marines  the  "heroes  in 
dungarees,"  for  their  courage  and  their  valiant  service  during 
World  War  II.  And  they  did  it  again  in  Korea.  They  did  it  again 
in  Vietnam.  And  they  did  it  again  in  Desert  Storm.  And  thev  will 
do  it  again  whenever  an  American  President  is  going  to  dial  911. 

But  today,  America's  merchant  marine  is  dialing  911  to  the 
President  of  the  United  States,  and  we  want  him  to  pick  up  that 
phone  and  answer  that  call. 

Today,  the  skills  and  training  required  for  our  merchant  marines 
are  significantly  different  than  they  were  in  the  fifties.  If  one  goes 
to  the  training  schools  at  MEBA  and  Piney  Point,  one  sees  the 
technology  that  has  become  more  complex,  and  the  competition  has 
become  more  fierce. 

I  believe  the  need  for  American  merchant  marine  seamen  crew- 
ing  American-made  ships  flying  under  the  American  flag  is  urgent. 


Our  hero  General  Schwarzkopf  said  just  that  when  he  reviewed 
the  lessons  learned  from  Operation  Desert  Storm  before  the  Appro- 
priations Committee.  He  talked  about  how  important  the  merchant 
marine  was. 

The  American  merchant  marines  were  necessary  to  sustain  our 
troops  with  needed  supplies.  Had  we  gone  into  an  escalated  ground 
war  in  the  desert,  we  would  have  even  been  more  dependent  on 
those  supplies. 

Mr.  Chairman,  I  am  here  todav  to  express  a  sense  of  deep  dis- 
may and  disappointment  at  the  failure  of  this  administration,  my 
own  Democratic  administration,  to  step  up  to  the  challenge  of  pro- 
posing a  maritime  policy  that  will  ensure  the  survival  of  this  Amer- 
ican industry. 

I  am  here  today  because  I  am  appalled  at  the  idea  of  our  leading 
shipping  companies  reflagging  under  a  foreign  flag.  I  am,  frankly 
apprehensive  at  the  idea  that  the  next  time  our  country  is  called 
to  war,  we  will  be  dependent  upon  some  other  countr/s  goodwill 
to  carry  our  troops  and  our  weapons  to  the  conflict. 

Scarlet  O'Hara  might  have  been  willing  to  rely  on  the  kindness 
of  strangers,  but  this  Senator  is  not.  [Laughter.] 

I  have  no  dispute  with  the  good  people  of  the  Marshall  Islands 
or  any  other  country  with  which  we  have  treaty  agreements,  but 
when  we  look  at  our  American  ships  reflagging  under  those  coun- 
tries' flags,  we  must  ask:  Who  will  crew  those  ships? 

Can  we  be  confident  that  they  will  have  the  same  loyalty  to  the 
United  States,  and  the  same  willingness  to  put  their  lives  on  the 
line  that  our  U.S.  merchant  marine  has? 

How  can  we  protect  ourselves  against  the  risk  of  sabotage  or 
even  mutiny? 

I  am  going  to  be  clear.  Although,  I  believe  the  military  justifica- 
tion for  continued  support  of  our  maritime  industry  is  strong,  I  will 
not  hide  from  the  economic  rationale  behind  this  policy. 

I  am  not  one  of  those  who  sings  the  praises  of  the  "free  market" 
and  looks  the  other  way  while  we  lose  jobs  and  lose  our  global  lead- 
ership to  competitor  nations  who  subsidize  their  merchant  fleets  as 
an  accepted  national  policy. 

I  am  here  today  to  send  a  wake-up  call  to  the  President,  the  Sec- 
retary of  Defense,  and  the  Secretary  of  Transportation.  I  do  not  be- 
lieve we  can  afford  to  let  this  vital  industry  sail  off  into  the  sunset, 
while  the  wonk  groups  are  busy  wonking. 

I  know  that  my  former  colleagues  on  the  Merchant  Marine  Com- 
mittee, the  people  over  in  the  House  are  marking  up  their  policy 
today.  Hopefiilly,  we  will  be  able  to  follow  a  parallel  course. 

I  commend  the  chairman  of  the  committee  for  taking  up  this 
leadership  and  for  holding  this  hearing.  I  know  you  share  my  sense 
of  urgency  and  my  commitment  to  moving  legislation  in  this  Con- 
gress. 

I  look  forward  to  working  with  you  on  an  American  merchant 
marine  policy  to  keep  America  strong  and  the  flag  of  the  United 
States  of  America  to  continue  to  fly  on  the  high  seas. 

[The  prepared  statement  of  Senator  Mikulski  follows:] 

Prepared  Statement  of  Senator  Mikulski 
Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  today. 
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I  am  proud  to  join  you  and  your  ranking  Republican  member,  Senator  Lott,  in 
seeking  a  higher  profile  for  the  issue  before  you  today.  That  issue  is  the  threat 
which  is  posed  to  the  national  security  and  economic  security  of  the  United  States 
if  our  country  loses  its  U.S.-flag  shipping  capability. 

I  am  here  to  advocate  that  the  President  of  the  United  States  come  forward  by 
the  end  of  this  year  with  a  plan  that  will: 

1.  Ensure  that  our  country  maintains  a  U.S.  flag  reserve  fleet  for  military  pur- 
poses in  time  of  emergency. 

2.  Provide  differential  payments  to  U.S.  flag  shipping  companies  to  compensate 
for  this  military  reserve  function,  and 

3.  Protect  the  tens  of  thousands  of  American  jobs  that  will  be  lost  if  our  U.S.  flag 
fleet  is  sacrificed. 

Mr.  Chairman,  I  do  not  come  to  this  issue  recently  or  as  a  matter  of  convenience. 
As  you  know,  I  represent  the  people  of  Maryland,  a  state  with  a  long  and  proud 
maritime  tradition. 

As  a  child  growing  up  in  East  Baltimore,  I  knew  many  hard-working,  blue-collar 
Americans  without  the  benefit  of  a  college  education  who  were  able  to  support  their 
families  and  make  themselves  an  honorable  career  in  the  shipbuilding  industry  and 
in  the  merchant  marine.  These  were  good  jobs  at  good  pay  doing  a  good  day's  work. 

When  our  country  went  to  war,  these  ordinary  Marylanders  were  called  upon  to 

gerform  extraordinary  service.  At  the  Bethlehem  Shipyard,  they  built  the  Liberty 
hips.  In  the  waters  of  the  South  Pacific,  laden  with  Japanese  submarines,  they 
crewed  the  vessels  that  faced  great  danger  to  bring  the  supplies  our  troops  needed 
to  win  the  Second  World  War.  That's  why  President  Franklin  Roosevelt  called  our 
merchant  marine  the  "heroes  in  dungarees"  for  their  courage  and  their  valiant  serv- 
ice during  World  War  II. 

And  that's  why,  when  the  people  of  East  Baltimore  did  me  the  honor  of  electing 
me  to  the  U.S.  House  of  Representatives,  1  wanted  to  become  a  voice  for  that  indus- 
try on  the  Merchant  Marine  and  Fisheries  Committee. 

Today,  the  skills  and  training  required  of  our  merchant  marine  may  be  greater. 
As  in  many  fields,  the  technology  has  become  more  complex  and  the  competition  has 
become  more  fierce.  But  I  believe  the  need  for  American  merchant  seamen  crewing 
American-made  ships  flying  under  the  American  flag  is  just  as  urgent. 

In  fact,  our  hero  General  Norman  Schwarzkopf  said  just  that  when  he  reviewed 
the  "lessons  learned"  from  Operation  Desert  Storm  before  the  Senate  Appropriations 
Conmiittee.  He  talked  about  how  important  the  merchant  marine  was — the  Amer- 
ican merchant  marine — to  sustain  our  troops  with  needed  supplies.  And  had  we 
gone  into  an  escalated  ground  war  in  the  desert,  we  would  have  been  even  more 
dependent  on  those  supplies. 

But  I  am  here  today,  Mr.  Chairman,  to  express  a  sense  of  deep  dismay  and  dis- 
appointment at  the  failure  of  this  Administration — my  own  Democratic  Administra- 
tion— to  step  up  to  the  challenge  of  proposing  a  maritime  policy  that  will  ensure  the 
survival  of  this  American  industry. 

I  am  here  because  I  am  appalled  at  the  idea  of  our  leading  shipping  companies 
reflagging  under  a  foreign  flag.  I  am,  frankly,  apprehensive  at  the  iaea  that  the  next 
time  our  country  is  called  to  war,  we  will  be  aependent  upon  some  other  country's 
goodwill  to  carry  our  troops  and  our  weapons  to  the  conflict. 

I  have  no  dispute  with  the  good  people  of  the  Marshall  Islands  or  any  other  coun- 
try with  which  we  have  treaty  agreements.  But  when  we  look  at  our  American  ships 
reflagging  under  those  countries  flags,  we  must  ask:  who  will  crew  those  ships?  Can 
we  be  confident  that  they  will  have  the  same  loyalty  to  the  United  States  and  the 
same  willingness  to  put  their  lives  on  the  line  that  our  U.S.  merchant  marine  has? 
How  can  we  protect  against  the  risk  of  sabotage — or  mutiny? 

Furthermore,  I  want  to  be  very  clear:  although  I  believe  the  militaiy  justification 
for  continued  support  of  our  maritime  industry  is  extremely  strong,  I  will  not  hide 
from  the  economic  rationale  behind  this  policy.  I  am  not  one  of  those  who  sings  the 
praises  of  the  "free  market"  and  looks  tne  other  way  while  we  lose  jobs  ana  lose 
our  global  leadership  to  competitor  nations,  who  subsidize  their  merchant  fleets  as 
an  accepted  national  policy. 

I  am  nere  today  to  send  a  wake-up  call  to  the  President,  the  Secretary^  of  Defense 
and  the  Secretary  of  Transportation.  I  do  not  believe  we  can  afford  to  let  this  vital 
industry  sail  off  into  the  sunset. 

I  know  that  my  former  colleagues  in  the  House  Merchant  Marine  and  Fisheries 
Committee  are  marking  up  legislation  today  that  would  lay  out  a  policy  for  contin- 
ued U.S.  government  support  for  the  maritime  industry.  I  commend  the  Chairman 
of  that  Committee  for  taking  up  the  leadership  role  that  I  hope  our  President  has 
not  abandoned. 


And  I  commend  you,  Mr.  Chairman,  for  holding  this  hearing  today.  I  know  you 
share  my  sense  of  urgency  and  my  commitment  to  moving  legislation  in  this  Con- 
gress that  will  ensure  that  we  do  not  take  down  the  U.S.  flag  over  our  American 
merchant  vessels.  I  look  forward  to  working  with  you,  Senator  Lott  and  others  in 
this  effort. 

Senator  Breaux.  Thank  you  very  much  for  that  statement. 
Frankly,  my  dear,  you  do  give  a  damn.  [Laughter.] 

And  I  think  it  is  very  obvious  by  that  very  forceful  statement.  I 
think  it  really  says  it  all.  It  is  just  so  important  that  we  have  more 
people  to  listen  to  what  you  said,  and  understand  that  this  is  not 
just  something  that  can  be  tinkered  with  or  ignored,  that  it  is  a 
very  incredibly  serious  problem. 

We  have  been  talking  for  years  about  how  the  sky  is  falling.  And 
I  think  now  we  are  at  the  point  where  it  really  is,  and  that  it  is 
time  to  do  something  quickly. 

Senator  Lott. 

Senator  Lott.  Thank  you,  Mr.  Chairman.  I  was  going  to  refer  to 
her  as  Scarlet,  but  I  think  you  already  got  the  best  line  today. 

Thank  you  for  your  testimony.  We  have  worked  on  this  issue 
over  many  years.  I  remember  about  2  years  ago,  I  guess  it  was, 
that  I  talked  with  the  then  incoming  new  Secretary  of  Transpor- 
tation, Andy  Carr,  and  I  said  "You  and  this  President  can  make 
history." 

You  can  save  thousands  of  jobs.  You  can  protect  America's  fu- 
ture. You  can  have  a  dramatic  impact  on  shipbuilding,  and  carrier 
shippers,  all  of  them,  if  you  would  step  up  to  this  task  and  come 
up  with  a  maritime  reform  package. 

Well,  they  did  form  a  working  group.  After  several  months  of 
work,  and  Andy  Carr,  I  think,  really  did  work  hard  at  trying  to  get 
a  solution,  we  ran  into  the  same  thing  we  have  been  running  into 
for  years. 

I  guess  it  is  that  the  budgeteers  basically  shot  it  down.  I  think 
we  are  going  through  the  same  thing  now,  because  I  am  giving  the 
same  speech  to  our  new  Secretary  of  Transportation,  Secretary 
Peiia. 

I  said  that  this  is  an  issue  that  needs  your  leadership.  You  could 
step  up,  you  could  make  a  name  for  yourself,  and  you  could  make 
history  for  this  President. 

And  once  again,  they  formed  an  interagency  working  group 
under  the  auspices  of  the  National  Economic  Council,  and  ^ler  2 
months  of  deliberation,  again,  the  budgeteers,  the  wonks,  as  you 
referred  to  them,  caused  this  issue  to  be  indefinitely  postponed  be- 
cause of  budget  restraints. 

I  just  do  not  think  that  they  are  looking  beyond  the  end  of  their 
noses,  and  addressing  this  problem,  and  realize  that  it  actually  can 
have  a  tremendous  positive  economic  impact. 

But  let  me  just  ask  you  one  question.  I  know  you  need  to  go. 
How  do  we  get  around  the  budget  concerns?  How  do  we  force  a 
final  decision?  And  what  is  the  solution? 

Is  it  a  substantive  program  that  deals  with  the  realities,  but  one 
that  also  requires  that  management  and  labor  have  to  come  to- 
gether and  reach  some  agreements  as  to  where  the  sacrifices  are 
going  to  be  made,  and  what  the  solutions  are? 
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Senator  Mikulski.  Well,  Senator,  I  think  that  there  have  to  be 
very  good  labor-management  agreements,  but  in  the  absence  of  the 
merchant  marines  there  will  be  no  labor-management  issue. 

I  do  believe  that  these  will  play  a  role,  but  subsidies  are  essential 
to  maintain  a  fleet  in  readiness  to  be  used  for  strategic  purposes. 
And  as  you  know.  Senator,  as  a  member  of  the  Armed  Services 
Committee — and  we  have  talked  about  this — with  the  end  of  the 
cold  war,  the  world  does  not  feel  safer,  and,  in  fact,  it  feels  far  more 
at  risk.  And  that  it  is  not  a  new  world  order;  it  is  a  new  world  of 
disorder. 

So,  we  need  to  be  able  to  have  the  flexibility  to  be  able  to  re- 
spond around  the  world,  even  if  it  is  for  peacekeeping,  the  delivery 
of  humanitarian  help,  any  number  of  other  things. 

And  the  merchant  marines  should  be  part  of  that  triad,  and  they 
should  be  subsidized.  I  do  not  think  that  there  is  anything  wrong 
with  it.  The  level  of  subsidy,  et  cetera,  should  be  reviewed. 

The  other  thing  is,  I  know  that  the  Senator  from  Mississippi  is 
very  well  aware  that  every  1  percent  of  unemployment  costs  the 
Treasury  $28  million. 

If  we  begin  to  lose  these  jobs,  and  lose  the  capacity  in  the  Amer- 
ican shipyards,  it  will  cost  us  revenue,  and  so  that  tnese  cost  cuts, 
I  think,  ultimately  do  not  result  in  savings. 

But  what  now  will  happen  here  is,  if  this  merchant  marine  goes, 
if  this  merchant  marine  goes,  we  cannot  get  it  back.  It  will  be  gone 
forever. 

We  will  lose  this  capacity  that  goes  back  to  the  200  years  of  our 
American  history.  John  Paul  Jones  said  "Do  not  give  up  the  ship." 
I  do  not  know  why  we  should. 

Senator  LOTT.  Thank  you  very  much.  Senator. 

Senator  Breaux.  Thank  you  very  much,  Senator  Mikulski,  for  a 
very  fine  statement  and  your  enthusiastic  support  of  this  effort 
that  we  are  trying  to  undergo.  We  appreciate  your  doing  this. 

Senator  Mikulski.  I  look  forward  to  working  with  you. 

Senator  Breaux.  Thank  you.  The  normal  process  at  hearings  is 
to  take  the  testimony  from  the  administration,  and  then  follow  that 
with  people  who  are  affected  by  their  decisions  and  their  rec- 
ommendations. 

I  am  going  to  reverse  that  order  this  morning,  and  I  am  going 
to  ask  the  carriers  who  have  made  this  decision  to  come  forth  and 
tell  us  why  they  made  that  decision. 

And  then  I  am  going  to  ask  representatives  of  labor  to  tell  us 
what  effect  it  will  have  on  their  constituents.  And  then  after  hav- 
ing listened  to  that  testimony,  I  will  ask  the  administration  to 
come  up  and  tell  us  what  they  plan  to  do  about  it. 

So,  with  that  announcement,  I  would  invite  the  carrier  represent- 
atives consisting  of  Mr.  John  Snow,  the  chairman  and  chief  execu- 
tive officer  of  CSX  Corp.,  which  owns  Sea-Land,  and  Mr.  John  Lil- 
lie,  who  is  the  president  of  the  American  President  Co.,  which,  of 
course,  owns  the  American  APL  ships. 

We  welcome  you  both  here,  and  are  pleased  to  receive  your  testi- 
mony. I  know  John's  testimony  is  pretty  extensive,  over  20  pages. 
I  have  read  it  and  underlined  it. 

I  would  ask  if  you  could  kind  of  summarize  it  for  us,  so  we  can 
get  on  with  the  questions.  I  welcome  both  of  you  to  the  Senate. 
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STATEMENT  OF  JOHN  SNOW,  CHAIRMAN  AND  CHIEF 
EXECUTIVE  OFFICER,  CSX  CORP. 

Mr.  Snow.  Thank  you,  Mr.  Chairman  and  Senator  Lott.  I  will  do 
as  you  requested,  and  briefly  summarize  the  high  points  of  our 
joint  statement. 

Frankly  I  could  not  do  a  better  job  of  stating  the  concerns  that 
are  on  our  minds  than  you  have  done,  Mr.  Chairman,  in  your  open- 
ing statement. 

I  wish  to  be  associated  with  that  statement  entirely,  and.  Sen- 
ator Lott,  with  the  statement  that  you  made,  and  Senator  Mikulski 
made. 

You  have  framed  the  issue  better  than  I  did  in  my  25  pages  of 
testimony.  So,  I  wish  to  associate  myself,  and  I  am  sure  Mr.  Lillie 
does,  with  everything  that  has  been  said  to  date. 

We  frankly  deeply  regret  the  position  that  we  find  ourselves  in. 
It  was  never  our  intention  to  be  in  this  position.  We  sincerely  pre- 
fer to  operate  as  U.S. -flag  carriers. 

For  the  better  part  of  the  last  2  years  Mr.  Lillie  and  I,  and  our 
associates,  and  others,  in  the  maritime  industry,  in  full  cooperation 
with  maritime  labor,  with  Mr.  Brown,  Mr.  Sacco,  and  many  others, 
have  devoted  ourselves  to  finding  a  way  to  bring  about  legislation 
that  would  revitalize  the  U.S. -flag  fleet. 

Mr.  Chairman,  and  Senator  Lott,  you  have  had  many  visits  from 
us,  and  we  have  had  many  conversations  on  that  subject  over  that 
period. 

We  associated  ourselves  very  closely  with  the  efforts  of  then  Sec- 
retary Card,  to  produce  what  I  thought  was  a  very  fine  effort  to 
bring  about  the  revitalization,  as  was  needed,  to  sustain  a  strong 
U.S.-flag  fleet. 

And  the  same  must  be  said  for  the  efforts  of  Secretary  Pena.  It 
is  our  deep  regret  that  others  in  the  administration  simply  did  not 
view  the  matter  with  sufficient  urgency  to  accept  the  Secretary's 
proposal  and  move  forward  with  it. 

When  it  became  clear  to  us  that  the  administration  was  not  pre- 
pared to  move  forward  with  a  maritime  revitalization  program,  for 
reasons  that,  frankly,  have  never  been  clear  to  us — I  guess  they 
were  budgetary  reasons — we  were  really  left  with  no  option,  but  to 
seek  the  reflagging. 

We  have  said  for  the  better  part  of  the  last  2  years  that  we  sim- 
ply cannot  afford,  as  businessmen,  to  continue  to  put  capital  into 
the  U.S.-flag  fleet  under  the  current  environment. 

We  operate  at  a  cost  disadvantage  of  about  $3  million  a  ship. 
That  disadvantage  is  associated  with  tax  policy.  It's  associated  with 
regulatory  policy,  and  with  the  cost  of  operating  as  part  of  the  U.S.- 
flag  fleet. 

Unless  we  can  overcome  that  disadvantage,  we  will  not  be  able 
to  be  competitive.  If  we  cannot  be  competitive,  we  simply  cannot 
continue  to  put  capital  into  the  fleet. 

We  represent  between  APL  and  Sea-Land  about  80  percent  of  the 
U.S.-flag  container  fleet.  And  ships  wear  out,  and  if  they  are  not 
replaced,  they  go.  And  that  is  the  situation  the  U.S.-flag  fleet  is  in. 
We  simply  have  no  incentive,  under  the  current  system,  to  invest 
in  the  U.S.-flag  fleet. 
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We  deeply  regret  the  situation  we  find  ourselves  in.  We  think  it 
is  bad  maritime  policy.  We  think  it  is  bad  economic  policy  for  the 
country. 

And,  fi'anklv,  I  think  it  is  dumb  defense  policy.  Because,  after  all, 
what  we  are  doing,  if  I  can  draw  an  analogy  from  another  transpor- 
tation mode,  is,  in  effect,  offering  to  build  and  operate  an  interstate 
highway  system,  and  bear  all  the  capital  costs.  What  we  ask  is  sim- 
ply for  a  small  portion  of  the  annual  maintenance  costs  of  running 
that  system,  because  that  is  what  the  systems  that  APL  and  Sea- 
Land  have  put  in  place  amount  to,  a  total  logistics  distribution  sys- 
tem, which  will  be  lost  to  this  country  if  the  reflagging  occurs. 

We  do  not  want  to  reflag,  but  we  have  no  option.  With  our  re- 
sponsibility to  shareholders,  as  significant  as  they  are,  we  must 
take  the  actions  that  we  are  proposing. 

That  is  the  essence  of  why  we  are  doing  it.  It  is  a  pure  economic 
responsibility.  It  is  a  pure  response  to  the  competitive  environment 
we  find  ourselves  in,  and  the  economic  conditions  that  we  operate 
under. 

I  wish  it  were  not  the  case,  but  that  is  the  world  we  are  living 
in.  And  it  is  still,  our  preference  to  see  revitalization  legislation  en- 
acted in  the  Congress,  and  we  are  continuing  our  efforts  to  see  it 
happen. 

In  fact,  when  we  announced  the  reflagging  application,  we  said 
that  we  would  withhold  any  authority  to  exercise  the  reflagging  as 
long  as  there  was  a  clear  prospect  of  some  revitalization  legislation 
coming  through  the  Congress  this  year. 

Senator  Lott,  I  think  I  told  you  that  at  our  meetings,  and  Chair- 
man Breaux,  I  think  I  told  you  that,  and  I  have  also  told  Secretary 
Pena  that. 

So,  we  deeply  regret  the  situation  that  we  find  ourselves  in.  We 
did  everything  possible  to  avoid  being  in  this  position,  and  we  con- 
tinue to  hope  that  the  administration  will  come  forward  with  sup- 
port for  funding  of  a  revitalized  U.S. -flag  fleet.  With  that,  I  will  ask 
Mr.  Lillie  to  offer  his  comments. 

STATEMENT  OF  JOHN  LILLIE,  PRESIDENT,  AMERICAN 
PRESIDENT  COMPANIES 

Mr.  Lillie.  Thank  you  very  much,  Mr.  Snow.  Obviously,  that  is 
a  statement  with  which  I  totally  concur.  And  also  Mr.  Chairman 
and  Senator  Lott,  thank  you  for  your  opening  remarks.  I  agree  that 
you  very  well  summarized  our  situation  today. 

I  would  like  to  go  through  just  about  seven  charts  very  quickly 
that  I  think  support  the  statements  that  have  been  made  so  far 
today  and  our  written  testimony.  I  will  make  this  very  brief,  be- 
cause much  of  this  information  you  were  all  familiar  with  during 
the  past  20  years. 

The  first  one,  the  current  programs  do  not  work.  Since  1970,  we 
are  down  about  67  percent,  in  terms  of  number  of  ships.  Another 
important  part  of  this  chart  is  that  it  shows  an  area  that  really  ex- 
acerbates the  situation  today,  and  that  is  that  preference  cargo 
from  1990  to  1995  is  dropping  by  about  50  percent. 

I  might  just  add,  you  should  note  that  we  have  had  no  commer- 
cial ships  built  for  foreign  commerce  in  U.S.  shipyards  in  the  last 
10  years. 
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The  next  one  highlights  a  point  you  made,  Mr.  Chairman,  in 
your  opening  remancs.  This  is  just  a  Hst,  in  fine  print,  of  the  many 
efforts  for  maritime  reform  made  since  1979  through  todav. 

What  we  want  to  impress  on  the  committee  is  that  we  have  been 
working  with  all  sectors  of  the  maritime  community  to  bring  about 
this  goal. 

The  next  chart  just  once  again  emphasizes  that  Sea-Land  and 
APL  are  the  world-class  competitors  from  the  United  States.  We 
achieved  our  position  by  being  the  leaders  and  innovators  in  world- 
wide container  distribution. 

In  fact,  as  you  well  know,  Sea-Land  invented  containerization. 
APL  led  the  introduction  of  the  double-stack  train  and 
intermodalism.  And  our  two  companies  have  introduced  virtually 
every  major  innovation  in  the  industry  since  its  beginning. 

The  next  one  emphasizes  what  has  happened  as  the  result  of 
that  innovation,  and  our  efforts  to  control  costs  since  1965.  This  is 
from  a  study  from  Rand  Corp. 

In  real  terms,  there  has  actually  been  a  110-percent  decline  in 
the  price  of  containerized  shipping  to  our  customers.  We  think  that 
a  chart  like  that  emphasizes  the  economic  benefits  we  bring  to 
American  industry  as  well  as  to  the  world. 

The  next  chart  I  would  like  to  spend  just  a  moment  on,  because 
it  summarizes  what  Mr.  Snow  referred  to  in  his  testimony,  U.S.- 
flag  cost  disadvantages. 

First  of  all,  the  whole  area  of  capital  costs,  and  here  we  refer  to 
ships  which  we  have  recently  contracted  to  buy  in  the  foreign  mar- 
ket, which  cost  about  $86  million  each. 

We  were  not  able  to  get  any  business  data  from  U.S.  yards.  We 
estimated  the  costs,  based  on  various  studies,  to  be  over  $200  mil- 
lion for  comparable  ships. 

Operating  costs,  this  is  only  the  crew  costs  per  vessel,  per  year, 
and  this  would  be  APL  costs,  are  about  a  $3.4  million  differential 
per  year  for  crew  costs.  Taxes,  and  this  relates  to  the  fact  that  most 
of  our  competition  have  very  attractive  tax  packages  available  to 
them,  particularly  in  the  area  of  depreciation.  We  think  that  would 
be  over  $1  million  for  a  new  ship,  per  year,  in  terms  of  the  annual 
cost  of  that. 

And  then  finally,  on  the  regulatory  cost  line,  the  duplicative 
standards  that  we  have,  duplicative  costs,  we  have  estimated  about 
$420,000.  So,  there  are  very  substantial  economic  differences  be- 
tween U.S.-  and  foreign-flag  carriers. 

The  next  chart  just  summarizes  something  you  already  know, 
and  that  is  the  difference  in  the  kinds  of  things  that  an  ODS  car- 
rier puts  up  with,  and  the  non-ODS  carriers,  such  as  Sea-Land. 

This  next  chart  is  another  one  that  you  would  not  normally  see, 
but  we  just  have  done  some  estimates  as  to  what  the  impact  would 
have  been  on  APC's  annual  income  over  the  last  5  vears. 

The  average  of  our  income  was  $50  million  befx)re  taxes  during 
the  last  5  years.  If  we  had  not  had  ODS,  it  would  have  been  about 
minus  $16  million. 

If  we  operated  purely  under  foreign  flags,  we  would  have  been 
at  about  $56  million.  And  this  only  accounts  for  the  crew  cost  dif- 
ferential. It  does  not  include  cost  for  other  onshore  costs  and  so  on, 
that  we  bear  in  order  to  be  a  U.S. -flag  carrier. 
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Senator  Lott.  Is  this  for  your  company  or  this  is- 


Mr.  LiLLiE.  This  is  for  APC,  our  company,  right,  since  we  do  not 
have  numbers  for  others.  And  then  the  same  kind  of  numbers  are 
on  the  next  chart,  only  in  terms  of  return  on  equity. 

It  illustrates  the  problem  that  is  so  important  here,  that  we  need 
an  adequate  return,  so  that  we  can  justify  reinvesting  in  this  busi- 
ness. 

And  then  finally  what  needs  to  be  done.  I  think  we  all  know 
what  needs  to  be  done.  We  need  to  address  the  capital  costs  issue, 
the  operating  costs  issue,  the  tax  burden  issue,  and  the  duplicative 
and  costly  regulations  issue,  four  issues. 

I  do  want  to  emphasize  in  conclusion  that  we  cannot  economi- 
cally accept  political  compromise  between  these  issues.  When  it  all 
adds  up,  we  have  to,  as  leaders  of  our  businesses  and  under  our 
fiduciary  responsibilities,  we  have  to  look  at  this  in  an  economic 
total  fashion.  So,  all  of  these  things  have  to  add  up  to  make  it  eco- 
nomically attractive. 

If  the  result  of  our  actions,  relative  to  filing  for  reflagging,  is  that 
we  do  come  before  you  again  to  testify  about  an  acceptable  and 
timely  maritime  revitalization  legislation  package,  then  I  think 
that  would  be  the  best  possible  outcome. 

Thank  you  very  much.  We  appreciate  this  opportimity,  and  we 
particularly  appreciate  the  support  that  Mr.  Chairman  and  Senator 
Lott  have  given  to  this  total  effort  and  we  know  you  will  continue 
to  give  us. 

[The  joint  statement  of  Mr.  Snow  and  Mr.  Lillie  follows:] 

Joint  Prepared  Statement  of  John  Lillie  and  John  Snow 

introduction 

Good  morning.  We  are  John  Lillie,  Chairman  of  American  President  Companies, 
and  John  Snow,  Chairman  of  CSX  Corporation. 

In  May,  Clinton  Administration  representatives  advised  us  and  were  publicly 
quoted  in  the  press  as  saying  that  the  Administration  would  not  be  funding  man- 
time  reform  this  year,  nor  would  it  be  presenting  a  maritime  reform  package  this 
year.  We  were  somewhat  surprised  and  deeply  disappointed  by  this  decision.  How- 
ever, we  feel  that  those  statements  were  a  clear,  unequivocal  answer  to  the  question 
we  emphasized  over  a  year  and  a  half  ago — that  after  over  ten  years  effort  to 
achieve  meaningful  maritime  reform,  would  the  United  States  Government  support 
a  strong  U.S.-flag  fleet? 

Since  May,  despite  renewed  efforts  by  our  companies  and  many  others,  and  de- 
spite Administration  statements  that  tne  matter  is  to  come  extent  still  under  re- 
view, there  has  been  no  demonstration  that  the  Administration's  position  will 
change. 

For  many  years  our  companies  have  participated  in  a  variety  of  U.S.  Government 
maritime  programs,  and  we  believe  strongly  that  the  services  we  have  provided 
under  those  programs  have  been  of  significant  benefit  to  this  country.  Nonetheless, 
there  can  be  no  doubt  that  existing  maritime  programs  and  policies  continue  to 
leave  us  at  a  significant  disadvantage  vis-a-vis  our  loreign-nag  competitors  with  re- 
spect to  higher  operating  and  capital  costs  and  greater  tax  and  regulatory  burdens. 
Quite  simply,  the  costs,  restrictions  and  penalties  of  flying  the  U.S.  flag  on  a  com- 
mercial liner  vessel  are  a  burden  that,  as  private  sector  compemies,  we  can't  afford 
without  government  support.  For  that  reason,  early  last  year  we  advised  this  Com- 
mittee, others  in  Government,  and  all  interested  parties  that,  unless  the  Govern- 
ment promptly  enacted  a  comprehensive  new  maritime  program,  we  would  have  no 
alternative  but  to  begin  re-flagging  our  vessels. 

Thus,  it  could  not  have  come  as  a  surprise  that  within  the  last  few  weeks  we  have 
filed  applications  with  the  Maritime  Administration  to  take  the  thirst  steps  in  a  sys- 
tematic program  to  transfer  some  of  our  vessels  to  foreign  registry.  Specifically,  on 
June  29th,  Sea-Land  applied  to  re-flag  13  of  its  containerships.  At  that  same  time, 
APL  announced  that  it  would  apply  to  re-flag  7  of  its  containerships  (which  it  for- 
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mally  did  on  July  16th).  APL  also  asked  for  approval  to  operate  those  vessels  under 
foreign  flag  for  the  remainder  of  its  ODS  contract.  Both  companies  pledged  to  place 
vessels  currently  under  U.S.  flag  under  a  foreign  flag  which  permits  the  vessels  to 
remain  under  Effective  U.S.  Control  (EUSC)  for  purposes  of  meeting  defense  needs 
in  times  of  war  or  national  emergencies. 

APL  and  Sea- Land  each  took  these  actions  with  reluctance.  We  did  so  only  after 
having  determined  that  the  chances  of  enacting  and  funding  an  acceptable  maritime 
revitaUzation  program  were  not  strong  enough  to  justify  further  delay. 

Since  the  late  1970's,  Government  and  industry  have  attempted  to  achieve  accept- 
able maritime  reform  in  order  to  promote  strong,  competitive,  U.S.-flag  carriers. 
APL  and  Sea-Land,  and  other  interested  liner  companies,  have  worked  together  in 
many  forums  to  formulate  reform  proposals.  Congress  has  held  numerous  hearings 
on  reform  in  all  its  aspects,  and  this  Committee  alone  has  considered  at  least  six 
different  major  maritime  reform  bills.  We  have  attached  to  our  testimony  a  chro- 
nology of  maritime  reform  efforts  just  since  1984. 

Unfortunately,  today  we  must  question  whether  this  long  journey  will  come  to  a 
successful  conclusion.  The  future  of  maritime  reform  remains  highly  uncertain.  H.R. 
2151  and  other  maritime  reform  bills  now  under  consideration  in  the  House,  even 
if  they  were  enacted,  have  real  problems,  including  the  way  they  deal  with  operat- 
ing restrictions  and  acquisition  of  vessels  for  operation  under  the  new  program.  As 
important.  Members  of  Congress  have  made  clear  that  absent  an  Administration 
commitment,  it  may  be  impossible  to  identify  and  secure  funding  for  a  program.  In 
addition,  there  are  indications  that  attainable  funding  levels  will  not  accommodate 
all  potentially  eligible  ships  in  the  U.S.-flag  fleet.  If  true,  we  would  be  compelled 
to  reflag  some  vessels  even  if  a  new  program  were  enacted. 

We  have  been  forced  to  focus  our  planning  efforts  on  a  future  without  the  kind 
of  government  support  necessary  to  keep  us  operating  as  U.S.  -flag  shipping  lines, 
including  a  tax  regime  that  is  not  internationally  competitive  and  unrealistic  vessel 
depreciation  schedules. 

We  want  to  stress,  however,  that  while  these  events  have  disappointed  us,  we  are 
confident  that  we  can  pursue  other  options  that  wiU  allow  us  to  operate  as  strong, 
profitable,  world-class  quality  transportation  companies  into  the  next  century.  By 
pursuing  these  options,  we  can  remain  financially  strong,  U.S. -owned  corporations, 
employing  thousands  of  Americans  and  responsive  to  ongoing  transportation  needs 
of  the  Government,  as  well  as  remaining  leaders  in  safety  and  environmental  com- 
plianoe  programs.  We  continue  to  hope  that  the  U.S.  Government  will  be  responsive 
in  allowing  U.S.-owned  shipping  companies  to  do  what  is  necessary  to  remain  com- 
petitive in  the  fast-changing  world  of  international  competition  in  which  we  operate. 
There  is  no  moratorium  on  competition  in  international  shipping! 

RECENT  HOUSE  ACTION  IS  COUNTERPRODUCTIVE 

It  was,  therefore,  with  disappointment  and  surprise  that  we  learned  of  the  House 
action  on  July  29th  in  amending  the  Maritime  Administration  authorization  bill  to 
impose  a  legislative  moratorium  on  the  reflagging  of  U.S.-flag  ships  through  the  end 
of  1994.  This  moratorium  is  unnecessary  and  inappropriate  and  will  set  back  genu- 
ine progress  towards  maritime  reform.  It  is  unnecessary  because  we  have  repeatedly 
and  publicly  stated  that  we  would  not  reflag  our  vessels  if  the  Congress  enacted  an 
acceptable  maritime  revitalization  program  in  which  all  of  our  ships  operating  in 
foreign  commerce  could  participate.  It  is  inappropriate  because  the  Secretary  al- 
ready has  total  discretion  as  to  when  reflagging  approvals  would  be  granted. 

Further,  the  moratorium  runs  counter  to  genuine  maritime  reform  because  it  lets 
the  Administration  and  Congress  avoid  making  a  serious  decision  on  funding  mari- 
time poUcy  through  December  of  1994,  while  leaving  American  companies  in  doubt 
as  to  how  to  best  plan  to  combat  foreign  companies  in  the  marketplace.  It  is  just 
this  kind  of  arbitrary  treatment  of  private  assets  that  weakens  our  aoility  to  finance 
new  investment  in  U.S.-flag  ships  and  intermodal  transportation  facilities. 

Mr.  Chairman,  we  urge  you  as  strongly  as  we  can  to  reject  this  unwise  legislation 
as  passed  by  the  House. 

BACKGROUND  ON  THE  TWO  COMPANIES 

Oakland-based  American  President  Companies  provides  container  transportation 
services  in  North  America,  Asia  and  the  Middle  East  through  an  intermodal  system 
combining  ocean,  rail  and  truck  transportation. 

CSX  Corporation,  headquartered  in  Richmond,  Virginia,  is  an  international  trans- 
portation company  oflering  a  variety  of  rail,  container  shipping,  intermodal,  truck- 
ing and  barge  services. 
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Our  ocean  transportation  subsidiaries,  American  President  Lines  ("APL")  and 
Sea-Land  Service,  are  the  two  leading  U.S. -flag  containership  operators.  Sea-Land 
is  one  of  the  world's  largest  container  transportation  companies,  operating  more 
than  80  U.S.  and  foreign-flag  vessels  in  the  U.S.  foreign  and  domestic  trades  and 
in  foreign-to-foreign  trades.  American  President  Lines  moves  more  containerized 
cargo  than  anyone  else  across  the  Pacific  and  Indian  Oceans  with  its  fleet  of  [19] 
U.S.-flag  vessels  and  a  networic  of  foreign-flag  feeder  vessels  in  Asia. 

Together,  we  operate  the  majority  of  the  U.S.-flag  liner  vessels  in  foreign  com- 
merce. Indeed,  our  ships  represent  over  80  percent  of  the  capacity  offered  bv  U.S.- 
flag  containerships  in  that  commerce.  This  means  that  together  we  offer  each  week 
more  than  nine  thousand  40-foot  equivalent  containers  in  the  outbound  foreign 
trade.  APL  and  Sea-Land  have  operations  in  over  70  countries  and  employ  over 
14,000  people. 

GIVEN  A  FAIR  CHANCE,  WE  CAN  OUT-COMPETE  ANYONE 

We  are  confident  that  we  know  the  shipping  business  and  know  how  to  succeed 
in  that  business.  We  want  to  emphasize  tnat  it  would  be  wrong  to  associate  the 
U.S.-flag  liner  fleet  with  aging  "smokestack"  industries  that  ignored  their  foreign 
competitors  at  their  peril  and  neglected  to  help  themselves  to  become  as  competitive 
as  possible.  To  the  contrary,  the  U.S.-flag  carriers  have  led  the  world  in  both  devel- 
oping and  enhancing  the  now  highly  productive  international  intermodal  container 
transportation  system: 

•  (Quality  of  Service — our  services  are  recognized  as  the  best  in  the  world.  Major 
U.S.  shippers  (including  Monsanto,  3-M,  Caterpillar,  and  Dupont)  have  reco^zed 
such  qualities  as  schemile  reliability  and  such  innovations  as  "just  in  time  liner 
service  and  point  to  point  bills  of  lading  in  awards  presented  to  us  in  recent  years. 

•  Innovation — Sea-Land  invented  containerization.  We  have  desired  and  em- 
ployed new  vessels  and  new  containers.  Indeed,  every  major  innovation  in  the  last 
25  years  in  liner  shipping  has  been  "bom  in  the  U.S.A."  In  addition,  APL  pioneered 
the  use  of  double-stack  raU  transportation. 

•  Productivity — by  developing  integrated,  worldwide  container  intermodal  trans- 
portation systems,  we  have  driven  the  efliective  cost  of  shipping  a  ton  of  freight 
down  to  a  fraction  of  what  it  was  20  years  ago.  In  addition,  we  each  are  in  the  fore- 
front of  American  industry  in  our  use  of  state-of-the-art  computer  and  telecommuni- 
cations systems  to  help  manage  our  business  effectively.  In  fact,  the  State  of  Califor- 
nia specifically  recognized  APL's  efforts  in  this  regard,  one  of  only  two  companies 
to  be  so  recognized. 

•  Cost  Cutting — ^the  other  key  to  improved  productivity.  Both  our  companies  have 
actively  restructured  to  improve  efficiency,  drastically  reducing  the  cost  of  the  shore- 
side  01  our  operations.  We  also  use  industry-wide  benchmarking  to  compare  our 
costs  with  those  of  other  corporations — not  only  within  the  maritime  industry  but, 
for  similar  fiinctions,  across  all  industries.  We  share  the  goal  of  being  the  "best  in 
class"  for  every  cost  area. 

OUR  GOVERNMENT'S  PROGRAMS  AND  POLICIES  PREVENT  US  FROM  COMPETING 
EFFECTIVELY  IN  FOREIGN  COMMERCE 

No  one  on  this  Committee,  in  this  Capitol,  or  even  in  the  country  can  truly  believe 
that  existing  maritime  programs  and  policies  are  sufficient  to  support  a  U.S.-flag 
fleet  in  international  commerce. 

Just  look  at  the  evidence.  Since  1970— the  last  time  there  was  comprehensive 
maritime  legislation — the  number  of  U.S.-flag  liner  carriers  serving  foreign  com- 
merce has  fSlen  from  eighteen  to  six.  The  number  of  U.S.-flag  liner  vessels  in  oper- 
ation has  declined  from  430  to  less  than  100  (at  the  same  time  that  the  worldwide 
fleet  has  increased).  Whereas  U.S.-flag  carriers  transported  24  percent  of  our  coun- 
try's oceanbome  foreign  liner  commerce  in  1970  and  as  much  as  31  percent  in  1976, 
today  they  transport  only  17  percent.  Indeed,  Marad's  latest  figures  for  1991  show 
that  only  4  percent  of  total  U.S.  oceanbome  foreign  commerce  moves  in  U.S.-flag 
ships! 

What  is  the  reason  for  this  state  of  affairs?  Quite  simply,  our  CJovemment's  pro- 
grams and  policies  have  prevented  American  shipping  companies  from  operating 
U.S.-flag  vessels  competitively  in  foreign  commerce.  This  is  particularly  true  in 
those  many  cases  where  we  must  compete  with  foreign  national  fleets  that  receive 
significant  support  from  their  governments  or  industries.  No  matter  how  committed 
to  quality,  innovation,  productivity  and  efficiency  American  carriers  might  be,  we 
face  four  significant  disadvantages: 

•  Higher  Operating  Costs — as  a  result  of  using  American  crews  and,  in  the  case 
of  ODS  operators,  restrictions  on  vessel  deployment  flexibility.  We  believe  that  there 
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is  a  national  security  interest  served  by  having  UJS.-flag  liner  vessels  crewed  with 
American  citizens.  But  the  reality  is  that  the  U.S.  citizen  crews  required  on  U.S.- 
flag  vessels  simply  cannot  be  paid  at  third  world  compensation  levels.  Because  these 
higher  costs  are  imposed  by  tne  U.S.  Government,  we  believe  that  the  Government 
is  obUged  to  help  IJ.S.  carriers  offset  the  difference.  Even  the  existing  subsidy  pro- 
gram is  flawed  in  this  regard. 

Similarly,  it  makes  little  sense  for  the  U.S.  Government  to  create  a  program  to 
help  carriers  offset  that  cost  disadvantage  and  to  then  handicap  them  by  imposing 
restrictions  that  prevent  their  vessels  from  going  where  the  cargo  is  at  a  moment's 
notice — as  do  their  foreign  competitors — without  prior  Government  approval. 

•  Higher  Capital  Costs — ^the  cost  to  build  vessels  in  U.S.  shipyards  has  been  esti- 
mated at  twice  the  world  market  cost,  and  U.S.-built  ships  take  at  least  twice  as 
long  to  deliver.  Vessels  are  a  major  portion  of  any  liner  company's  capital  invest- 
ment and  any  restrictions  on  the  ability  to  acquire  world  market-priced  vessels,  or 
to  maintain  and  repair  them  on  the  open  markets  puts  a  carrier  at  a  treinendous 
disadvantage  to  its  competitors. 

We  fully  support  efforts  to  increase  the  competitiveness  of  U.S.  shipyards  so  that 
they  can  compete  and  excel  in  the  global  commercial  shipbuilding  and  repair  mar- 
kets. What  we  cannot  support  is  any  shipbuilding  competitiveness  initiative  that 
makes  our  companies — as  U.S.  carriers — less  competitive  than  our  foreign  competi- 
tors who  are  calling  in  the  same  ports  and  available  to  serve  the  same  customers 
as  ourselves. 

•  Higher  Taxes — because  our  foreign  competitors  enjoy  shipping  income  tax  ex- 
emptions, deferral  devices  and  accelerated  depreciation  not  available  to  U.S.-flag 
carriers.  We  also  pay  special  customs  duties  on  vessel  repairs  made  overseas,  duties 
not  pmd  by  foreign  carriers  with  which  we  compete. 

•  Higher  Regulatory  Costs — compared  to  foreign-flag  vessels,  U.S.-flag  vessels 
face  duplicative  and  more  costly  implementation  oi  vessel  design,  equipment,  main- 
tenance and  operation  standards  imposed  by  international  agreements  to  which  the 
United  States  is  a  party.  These  additional  or  excessive  standards,  imposed  on  U.S. 
vessels,  but  not  on  our  foreign  competitors  calling  at  the  same  U.S.  ports,  add  to 
costs  but  not  to  safety. 

Consider:  APL  participates  in  the  U.S.  Government's  operating  differential  sub- 
sidy program  (at  least  for  the  next  few  years),  but  to  receive  ODS  on  a  vessel  is 
required  to  build  vessels  in  domestic  shipyards  for  at  least  twice  the  world  market 
cost  and  that  take  at  least  twice  as  long  to  deliver,  on  the  other  hand,  Sea-Land, 
which  does  not  participate  in  that  program,  is  not  subject  to  vessel  acquisition  or 
deployment  restrictions,  but  receives  no  assistance  to  offset  the  higher  cost  of  Amer- 
ican crews.  Simply  put,  we  each  suffer  a  disadvantage  vis-a-vis  foreign  lines.  More- 
over, we  both  suffer  from  greater  tax  burdens  and  regulatory  costs  than  our  foreign 
competitors. 

We  also  note  that  the  few  incentives  remaining  for  U.S.-flag  ships  are  disappear- 
ing. Both  military  and  foreign  assistance  cargoes  are  rapidly  declining.  While  this 
cargo  is  carried  at  competitive  rates,  it  has  provided  a  cargo  base  for  U.S.-flag  car- 
riers which  was  helpful.  But  this  base  is  rapidly  eroding. 

From  1990  to  1996,  as  U.S.  military  forces  overseas  are  reduced,  U.S.  military 
peacetime  sustainment  and  household  goods  cargoes  are  projected  to  decline  from 
120,000  loads  annually  to  approximately  45,000  loads,  a  63  percent  decline.  The 
level  of  U.S.-nag  revenues  from  DOD  dry  cargo  shipments  is  projected  to  drop  by 
50  percent  by  1995,  from  $506  million  to  $253  million.  In  1989,  these  DOD  carooes 
accounted  for  approximately  $600  million  in  revenues  for  U.S.-flag  carriers.  This 
sharp  contraction  is  exerting  tremendous  pressures  on  the  few  remaining  U.S.-flag 
operators. 

In  short,  Mr.  Chairman,  U.S.-flaff  liner  carriers  have  been  and  continue  to  be 
caught  in  the  economic  realities  of  the  global  market  place.  Absent  new  legislation 
for  continued  support  of  a  U.S.-flag  liner  industry,  and  a  new  program  which  con- 
stitutes a  clear  and  complete  response  to  the  competitive  problems  which  we  have 
discussed,  further  decline  in  the  U.S.-flag  fleet  will  be  inevitable,  as  individual  com- 
panies decide  how  to  respond  to  this  unsatisfactory  competitive  situation. 

THE  BENEFITS  TO  THE  COUNTRY  OF  A  U.S.-FLAG  LINER  FLEET 

We  would  have  thought  that  by  now  the  benefits  to  America's  national  security 
and  its  economy  by  maintaining  a  U.S.-flag  liner  fleet  would  have  been  recognized. 

It  doesn't  require  long  memory.  The  overwhelming  logistics  feat  of  Operations 
Desert  Shield  and  Desert  Storm  demonstrated  yet  again  that  the  Pentagon  needs 
a  U.S.  merchant  fleet  for  times  of  national  emergency.  That  was  a  situation  in 
which  the  United  States  enjoyed  broad  international  support.  Yet  U.S.-flag  vessels 
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delivered  81  percent  of  the  dry  cargo  moved  to  the  Persian  Gulf.  U.S.-flag  liner  car- 
riers transported  about  30  percent  of  all  dry  cargo  to  the  Persian  Gulf— almost 
80,000  TEUs  plus  significant  cargo  moved  on  breakbulk  and  LASH  barge  vessels. 
In  addition,  U.S.-flag  liner  carrier  charters  carried  another  14  percent  of  the  dry 
cargo  total.  U.S.-flag  liner  carriers  diverted  £issets  from  commercial  service  to  ensure 
that,  whenever  needed,  the  military's  priorities  were  fuUlUed.  They  demonstrated  to 
the  world  how  military  supplies  could  be  moved  effectively  by  commercial  vessels. 

Moreover,  in  response  to  the  Defense  Department's  request,  they  provided  much 
more  than  just  U.S.-flag  ships,  offering  instead  the  full  scope  of  their  commercied 
intermodal  shipping  systems,  including  experienced  management  teams,  state-of- 
the-art  port  facilities,  logistics  and  information  services,  containers  and  equipment. 

We  would  note,  in  this  regard,  that  a  recent  DOD  "Team  Spirit"  exercise  made 
even  clearer  that  U.S.-flag  liner  carriers  can  play  a  vital  role  in  defense  sealift.  In- 
cluding moving  surge  combat  support  equipment  for  the  military.  In  that  exercise, 
APL  moved  the  entire  29th  Signal  Battalion,  including  hundreds  of  vehicles  and 
other  pieces  of  rolling  stock,  from  Ft.  Lewis,  Washington  to  Camp  Humphreys  in 
Korea  and  back. 

It  is  important  to  remember  that  this  fleet  of  liner  ships,  the  complementary 
intermodal  network,  and  our  worldwide  port  facilities  already  in  place  and  readv 
around  the  globe,  the  large  manpower  pool  which  the  companies  support,  as  well 
as  the  rest  of  the  companies'  distribution  and  logistics  systems,  are  maintained  and 
kept  modem  and  reaoily  available  for  defense  use  solely  at  the  expense  of  the  pri- 
vate sector.  For  the  taxpayer  this  is  immeasurably  less  expensive  than  having  the 
Government  acquire  and  maintain  in  standby  similar  assets  of  its  own — not  even 
factoring  in  the  problems  and  cost  or  finding  crews  and  administrating  such  nation- 
alized vessels. 

Moreover,  the  existence  of  an  active  commercial  fleet  ensures  a  sufficient  seafarer 
pool  to  crew  reserve  force  vessels.  We  also  want  to  proudly  point  out  that  American 
seafarers  readily  obeyed  whatever  order  was  given  to  support  U.S.  Forces.  During 
the  Gulf  War,  there  were  incidents  where  some  foreign  crews  on  ships  not  under 
U.S.  ownership  balked  at  bringing  their  ships  and  cargoes  into  the  Persian  Gulf  de- 
spite the  overwhelming  support  for  that  mission. 

We  continue  to  believe  that  a  promotional  program  does  far  more  than  com- 
pensate carriers  for  higher  costs:  it  represents  a  payment  by  the  Government  for 
a  real  service — the  availability  of  vessels  with  crews  in  times  of  emergency  and  at 
far  less  cost  than  maintaining  that  capability  by  a  military  logistic  force  or  a  stand- 
by reserve. 

There  is  another  equally  compelling  and  crucial  need  for  a  U.S.  commercial  fleet. 
A  U.S.  Merchant  Marine  protects  America  not  just  from  the  Saddam  Husseins  of 
the  world,  but  also  from  having  its  peacetime  commerce  become  captive  to  foreign 
controlled  shipping.  The  presence  of  American  shipping  lines  on  our  ntiajor  commer- 
cial trades  ensures  that  the  delivered  price  of  American  exports  and  imports  is  not 
unilaterally  determined  by  foreign  carriers,  which  in  many  instances  are  affiliated 
with  foreign  producers  or  consumers  or  their  governments.  As  Clifford  Sayre,  for- 
merly of  DuPont,  pointed  out:  "the  presence  of  a  U.S.-flag  liner  operator  gives  you 
a  place  at  the  table,  and  if  you  lack  that  *  *  ♦  you  can  be  handicapped  as  a  nation." 

iTiis  nation  should  think  hard  before  it  becomes  completely  dependent  on  foreign 
shipping  companies  for  the  carriage  and  delivery  of  all  our  imports  and  exports. 

In  comparison  to  the  4  percent  of  U.S.  trade  than  moves  in  U.S.  bottoms,  among 
our  major  trading  partners  South  Korea  moves  54  percent  of  its  commercial  ship- 
ping on  Korean  vessels.  Taiwan  is  expanding  its  state-owned  fleet  to  carry  50  per- 
cent of  its  oil  imports.  Japan  carries  roughly  60  percent  of  its  imports  and  35  per- 
cent of  its  exports  in  Japanese-flag  vessels. 

Further,  Mr.  Chairman,  it  is  significant  that  the  use  of  U.S.-flag  commercial  ships 
rather  than  foreign-flag  vessels,  reduces  the  U.S.  deficit  in  foreign  trade  accounts, 
employs  Americans  at  sea  and  in  company  headquarters,  and  boosts  the  U.S.  econ- 
omy. During  his  confirmation  process,  in  response  to  questions  posed  by  Senators 
HoUings  and  Lott,  Secretary  of  Transportation  Peria  acknowledged  these  economic 
benefits. 

WHAT  NEEDS  TO  BE  DONE  TO  KEEP  A  U.S.-FIAG  FLEET 

The  elements  of  successful  maritime  reform  are  as  clear  as  the  need  for  such  re- 
form. Quite  simply,  the  U.S.  Government  must  take  action  to  remedy  the  competi- 
tive disadvantages  faced-by  operators  of  U.S.-flag  vessels.  If  the  Government  does 
not  do  so,  then  no  matter  how  strongly  you  agree  that  it  is  important  to  have  a  US.- 
flac  fleet  for  the  nation's  sake,  commercial  carriers  responding  to  their  shareholders 
wiU  be  unable  to  continue  operating  vessels  under  U.S.-flag. 
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First,  the  Government  must  address  capital  and  operating  costs  by  developing  a 
modem  successor  to  the  ODS  program  contained  in  the  Merchant  Marine  Act,  1936. 
That  new  program  must  allow  U.S.-flag  carriers  to  acquire  ships  for  enrollment  in 
the  program  on  an  internationally  competitive  basis  and  deploy  them  freely  on  a 
worldwide  basis,  as  do  their  foreign  competitors. 

Second,  the  GJovemment  must  relieve  the  unequal  tax  burden  placed  upon  U.S.- 
flag  operators  compared  to  our  foreign  competitors  by  accelerating  depreciation  on 
investments  in  vessels,  reforming  the  Capital  Construction  Fund  to  expand  per- 
mitted applications  and  make  it  more  useful  in  terms  of  modem  maritime  business, 
and  by  repealing  the  punitive  50  percent  ad  valorem  duty  on  overseas  repairs. 

Third,  the  Government  must  eliminate  the  duplicative  and  costly  implementation 
of  standards  imposed  on  U.S.-flag  vessels  but  not  on  their  foreign  competitors  call- 
ing at  U.S.  ports. 

It  is  essential  to  understand  that  it  makes  no  sense  for  us,  as  American  compa- 
nies operating  vessels,  to  compromise  politically  if  the  resulting  program  does  not 
work  economically.  To  eliminate  only  some  of  the  handicaps  burdening  U.S.-flag  op- 
erators while  leaving  others,  still  leaves  us  unduly  handicapped  vis-a-vis  our  foreign 
competitors.  Those  competitors  repeatedly  have  shown  that  they  do  not  ignore  wet- 
nesses, but  instead  are  more  than  ready  and  able  to  capitalize  on  those  weaknesses 
to  further  dominate  international  liner  trade,  including  the  U.S.  foreign  trades.  Ac- 
cording to  the  Maritime  Administration,  since  1980,  the  number  of  tons  of  U.S.  car- 
goes carried  by  foreign  liner  companies  has  increased  by  66  percent.  In  comparison, 
over  than  same  period,  the  tons  carried  by  U.S.-flag  liner  companies  has  increased 
bv  only  3  percent.  Less  than  comprehensive  reform  will  leave  U.S.  carriers  still  un- 
able to  compete  for  these  cargoes. 

CONCLUSION 

Our  companies,  and  I  know  other  U.S.-flag  liner  carriers,  remain  committed  to  the 
goal  of  comprehensive,  fiilly  funded  maritime  reform  legislation.  Our  re-flagging  ap- 
plications do  not  mean  we  have  come  to  the  end  of  the  road.  But  we  did  clearly  come 
to  a  fork  and  were  forced  by  economic  necessity  to  choose  a  particular  route.  Under 
the  circumstances,  we  had  no  alternative  but  to  begin  the  process  of  re-flagging 
some  of  our  vessels  abroad.  This  course  may  be  voluntarily  reversed  in  the  future. 
But  it  should  be  reversed  only  if  the  U.S.  Government  quickly  decides  that  it  is  in 
the  U.S.  interest  to  support  a  U.S.-flag  fleet  and  the  Government  enacts  a  com- 
prehensive, fully  fundea,  program  that  addresses  all  of  the  issues  we've  discussed 
today,  including  sufficient  funding  to  allow  our  vessels  to  participate. 

Mr.  Chairman,  we -have  focused  our  energies  and  devoted  significant  resources  in 
support  of  maritime  promotional  reform  over  the  last  two  decades.  We  have  appre- 
ciated the  support  received  from  the  Members  of  this  Committee  and  others  in  these 
efforts.  Nevertheless,  despite  our  efforts,  the  U.S.  Government's  lack  of  a  concrete 
response  has  made  it  clear  to  us  that  the  Government  has  little  interest  in  main- 
taining an  economically  viable,  U.S.-flag,  U.S.-crewed  commercial  merchant  fleet 
that  is  capable  of  meeting  defense  needs  while  maintaining  an  active  U.S.  presence 
in  international  commercial  trade.  We  may  disagree  with  that  conclusion,  but  we 
can  accept  it — provided  we  are  allowed  the  freedom  to  reflag  our  vessels  as  nec- 
essary to  maintain  our  economic  viability  as  U.S.  companies. 

K  it  is  to  be  U.S.  national  policy  to  maintain  such  a  commercial  merchant  marine, 
then  we  beseech  the  Congress  and  the  Executive  Branch  to  enact  quickly  a  new  pro- 
motional program  that  rectifies  the  problems  faced  by  U.S.-flag  operators. 

In  that  regard,  we  reel  strongly  that  the  moratorium  recently  passed  by  the 
House  is  counterproductive.  It  simply  invites  delay  in  resolving  this  pressing  prob- 
lem, and  does  so  in  a  way  that  is  unfair  to  our  companies,  which  are  American  com- 
panies trying  to  compete  in  the  international  marketplace. 

We  have  said  repeatedly  that  we  strongly  prefer  a  U.S.-flag  solution  to  the  com- 

{)etitive  problems  our  companies  face.  That  is  why  we  have  lought  so  hard  and  so 
ong  to  reform  U.S.  maritime  policy  and  laws  that  now  burden  U.S.-flag  operators. 
But  as  private  sector  companies,  the  solution  is  not  in  our  hands.  As  we've  said 
today,  we  have  done  and  are  doing  everything  we  can  afloat  and  ashore  to  be  com- 
petitive. But  only  the  U.S.  Government  can  provide  the  rest  of  the  solution,  and  in 
so  doing  answer  the  question  of  whether  we  can  compete  under  U.S.  flag  or  if  oper- 
ating under  foreign  flag  is  the  only  way  in  which  we  can  survive  economically. 
Thank  you. 

Senator  Breaux.  Well,  thank  you,  gentleman  for  making  the 
presentation.  The  charts,  in  particular,  were  pretty  graphic  in  indi- 
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eating  the  cost  differential  that  you  are  facing  by  staying  in  this 
country  without  a  program  and  without  any  incentive. 

What  about  the  argument  that  maybe  some  would  make  to  both 
of  you  gentlemen  that  you  are  both  captains  of  industry,  and  two 
well-respected  large  U.S.  companies,  and  why  can  you  not  just  op- 
erate in  a  market-driven  world  that  allows  the  most  efficient  to 
compete? 

I  mean  why  would  two  companies  like  you,  with  your  long  his- 
tories, basically  come  to  the  Government  and  say,  "We  are  going 
to  leave  unless  you  subsidize  our  operations"?  I  mean  what  is  the 
matter  with  operating  in  the  free  market  in  the  world? 

Mr.  Snow.  Mr.  Chairman,  I  will  take  a  shot  at  that,  and  let  Mr. 
Lillie  conclude.  What,  in  essence,  we  are  saying,  stripped  of  all  the 
verbiage,  is  that  we  want  to  operate  in  that  world,  and  we  want 
to  be  competitive  in  that  world,  and  we  are  confident  we  can  be 
competitive  in  that  world,  and  earn  adequate  rates  of  return  on 
capital,  and  be  able  to  grow  our  businesses,  and  invest  in  new 
ships,  if  we  are  freed  of  the  status  and  the  obligations  that  go  with 
that  status  of  being  a  U.S. -flag  carrier. 

I  have  no  doubt  that  Sea-Land  can  make  a  great  success  of  this 
business,  if  we  were  a  foreign-flag  operator. 

If  we  were  to  make  a  success  of  our  business  as  a  U.S.-flag  oper- 
ator, and  I  think  there  are  important  national  security  interests, 
and  national  economic  interests  that  make  that  the  better  way  to 
go,  but  if  we  were  to  make  a  success  of  our  business  as  a  U.S.-flag 
carrier,  because  of  a  national  interest  in  sustaining  the  U.S.-flag 
fleet,  because  of  certain  security  interests,  and  national  defense 
needs  that  the  U.S.  Government,  Mr.  Chairman,  has  to  identify, 
and  say  are  important  to  get,  then  it  costs  us  something  to  operate 
as  part  of  the  U.S.  flag,  to  fulfill  those  national  interests.  And  all 
we  are  saying  is  that  if  there  is  an  important  national  interest,  and 
we  think  there  is,  then  the  costs  of  meeting  that  national  interest 
should  not  be  imposed  upon  us  as  the  carriers. 

They  ought  to  be  borne  by  the  general  taxpayers  of  the  country, 
or  in  this  case,  the  Department  of  Defense,  since  our  stajdng  a 
U.S.-flag  carrier  is  largely  for  the  benefit  of  the  defense  prepared- 
ness of  this  country. 

Senator  Breaux.  What  is  your  response?  And  I  appreciate  that 
answer.  What  is  your  response  to  maybe  a  question  of,  say,  look, 
General  Motors  is  an  -^nerican  corporation,  and  they  employ 
American  workers,  and  pay  them  comparable  American  salaries. 

They  are  subject  to  the  same  environmental  rules,  the  same  cost 
constraints.  They  are  subject  to  the  same  environmental  rules  and 
regulations,  and  yet  they  have  to  compete  against  cars  made  in 
South  Korea,  or  Japan,  or  any  country  that  has  much  more  costs, 
and  yet  they  do  so  fairly  successfully  without  any  ODS  program, 
or  any  type  of  subsidy  that  compensates  them  for  emplojdng  Amer- 
ican workers.  Why  is  your  situation  different? 

Mr.  Lillie.  I  will  take  this  one.  I  think  in  the  case  of  General 
Motors,  they  have  the  flexibility  of  making  decisions  in  the  world 
market. 

They  can  decide  where  they  want  to  produce,  what  fits  their  mar- 
ket and  customer  needs,  so  they  have  the  flexibility  that  we  do  not 
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have  under  the  U.S.  flag.  We  have  to  operate  with  U.S.  crews,  with 
that  additional  cost.  We  do  not  have  the  flexibihty  of  a  decision. 

The  other  aspect  is,  I  suspect  that  they  operate  with  tax  laws 
that  are  much  more  similar  to  the  competition's,  whereas,  using 
the  example  of  depreciation,  our  tax  laws  call  for  10  years,  if  we 
are  a  U.S.-flag  carrier. 

Our  alliance  partner  in  Hong  Kong  can  write  off  a  ship  in  1  year, 
the  first  year  they  own  it.  Between  0  and  5  years  is  the  norm  for 
virtually  all  of  our  competition. 

So,  Gieneral  Motors  is  operating  in  the  environment  that  you  sug- 
gested in  vour  opening  question  to  Mr.  Snow.  We  have  certain 
things  we  nave  to  do  to  deliver  the  service  that  the  Nation  wants 
from  us  as  a  U.S.-flag  carrier  that  General  Motors  does  not  have 
to  do. 

Mr.  Snow.  Senator,  by  reflagging,  we  would  be  entirely  in  that 
environment.  As  I  have  said,  and  as  Mr.  Lillie  has  said  on  many 
occasions,  we  can  make  a  success  of  operating  in  that  free  enter- 
prise, world  competitive  global  environment. 

The  critical  element  here  is  really  the  U.S.  crew.  If  we  are  to  be 
able  to  operate  with  U.S.  crews  on  our  ships,  then  the  higher  costs, 
the  inherent  higher  costs  of  U.S.  crews  needs  to  be  recognized. 

The  Defense  Department,  it  seems  to  me,  ought  to  be  concerned 
about  having  foreign  crews  on  our  ships,  for  the  reasons  that  Sen- 
ator Mikulski  pointed  out. 

But  having  U.S.  crews  involves  an  inherently  higher  cost,  not  gi- 
gantic, not  billions  and  billions  of  dollars,  but  at  roughly  $3  million 
per  ship  a  year. 

It  is  a  higher  quality  service  that  we  provide  with  U.S.  crews. 
Why  is  it  a  higher  quality?  Because  those  crews  will  be  available 
at  me  time  of  a  national  emergency  in  a  way  that  we  cannot  war- 
rant foreign  crews  would  be  available. 

Senator  Breaux.  I  have  two  short  questions,  and  then  I  am  fin- 
ished for  Mr.  Lott  to  ask  questions. 

First,  some  argue  that,  well,  if  you  reflag  in  the  Marshall  Is- 
lands, and  I  am  not  sure  what  your  decision  is  yet,  but  if  you  do 
it  in  the  Marshall  Islands,  the  United  States  still  has  effective  U.S. 
control  over  your  ships  in  times  of  a  national  emergency. 

That  may  be  one  thing,  but  if  those  crews,  as  you  are  pointing 
out,  Mr.  Snow,  if  those  snips  are  crewed  by  Filipinos,  or  Taiwanese 
citizens,  I  mean  what  real  control  are  we  going  to  have  that  will 
assure  the  American  public  that  those  crews  are  going  to  want  to 
go  to  war,  or  to  a  combat  zone  on  a  foreign-flagged  snip  for  now, 
and  to  serve  the  U.S.  Grovernment,  when  that  is  not  the  govern- 
ment that  they  happen  to  be  citizens  of? 

You  will  probably  get  them  to  sign  a  piece  of  paper,  but  I  do  not 
think  that  they  are  going  to  have  any  loyalty  to  the  United  States. 

Mr.  Snow.  Well,  I  think  that  is  the  inherent  risk. 

Senator  Breaux.  In  your  opinion,  is  the  ability  of  the  American 
crews  better  than  these  foreign  crews  that  you  are  going  to  have 
to  use  in  these  other  countries? 

Mr.  Snow.  I  think,  particularly  in  terms  of  this  issue,  of  serving 
wherever  the  United  States  has  an  engagement,  there  is  going  to 
be  some  higher  probability  of  success  of  being  able  to  get  the  ships 
where  we  need  them,  and  operate  them  effectively  where  we  need 


22 

them,  with  U.S.  crews.  I  think  that  there  is  just  no  doubt  about 
that. 

Mr.  LlLLEE.  I  think  it  is  appropriate  also  to  emphasize  that  in  to- 
day's intermodal,  complex,  technological  environment,  the  ships  are 
only  a  very  small  part  of  the  equation. 

And  to  get  empty  ships  back  for  the  Defense  Department  to  oper- 
ate, to  crew,  and  then  to  try  to  put  some  kind  of  a  system  around 
to  control  the  cargo,  is  a  very,  very  small  piece  of  the  equation 
today,  as  we  demonstrated  during  Desert  Storm,  and  more  recently 
during  the  Team  Spirit  project  with  the  military. 

Senator  Breaux.  Thank  you.  My  final  question  is  that  the  House 
of  Representatives  recently  passed  legislation,  which,  as  I  under- 
stand it,  essentially  would  prohibit  your  two  companies  from 
reflagging  until  a  date  in  the  future. 

Have  you  all  looked  at  that  legislation,  and  can  you  give  me  any 
comments  on  it?  Quite  frankly,  I  have  concerns  about  the  constitu- 
tionality of  it,  but  I  mean  do  you  have  any  comments  on  the  legis- 
lation itself? 

Mr.  Snow.  Well,  since  we  are  directly  affected  by  it  sooner  than 
Mr.  Lillie's  company,  maybe  I  should  take  the  first  cut  at  it. 

Senator,  I  share  your  view  that  it  raises  serious,  grave  constitu- 
tional issues,  in  terms  of  the  taking  of  our  property.  Beyond  that, 
beyond  that,  it  seems  to  me  it  is  enormously  shortsighted,  because 
it  takes  the  pressure  off  everybody  from  acting. 

If  they  feel  that  there  is  a  2-year  window  here  before  anything 
has  to  happen,  I  think  the  administration  will  feel  much  less  pres- 
sure to  come  forward  with  the  sort  of  proposals  that  we  would  hope 
they  would. 

We  clearly  will  get  a  negative  reaction  fi-om  the  financial  mar- 
kets, because,  after  all,  the  financial  markets  would  look  at  such 
an  action  as  an  effective  political  lien  on  our  assets. 

Not  only  do  you  have  all  the  normal  competitive  risks  that  are 
associated  with  this  very  highly  competitive  business,  but  now 
there  is  this  additional  risk,  that  the  Government  can,  in  effect, 
prevent  you  from  going  foreign  flag. 

They  change  the  rules  of  the  game  in  midstream.  So,  we  view  it 
as  very  shortsighted,  and  are  very  hopeful  that  it  will  never  become 
the  law  of  the  land. 

Senator  Breaux.  Thank  you,  gentlemen. 

Senator  Lott. 

Senator  Lott.  Thank  you,  Mr.  Chairman.  Thank  you,  gentlemen, 
for  being  here,  and  for  your  testimony,  and  for  your  efforts  in  the 
past,  and  I  am  looking  forward  to  working  with  you  in  the  future 
to  find  solutions  to  these  problems. 

In  the  letter  from  Senator  Mikulski  to  the  President  on  July  2, 
she  says,  "I  am  informed  that  the  Pentagon  has  given  advice  to  two 
major  shipping  countries  to  reflag  their  ships  with  the  Marshall  Is- 
lands. Is  that  true,  and  if  it  is  true,  why  the  Marshall  Islands?" 

Mr.  LiLLiE.  On  behalf  of  APC,  we  have  had  no  conversations  at 
all  with  the  Pentagon  and  the  Department  of  Defense  on  this  sub- 
ject. 

Senator  Lott.  Are  there  special  advantages  or  reasons  to  go  to 
the  Marshall  Islands,  as  opposed  to  some  other  place? 
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Mr.  Snow.  Well,  we  have  a  treaty  with  the  Marshall  Islands  that 
provides  for  the  effective  U.S.  control  of  a  fleet  that  is  registered 
under  the  Marshall  Islands. 

Senator  LoTT.  That  does  not  apply  to  other  areas? 

Mr.  Snow.  I  think  there  may  be  one  or  two  instances  of  that,  but 
it  is  fairly  narrow.  Senator,  in  terms  of  what  Senator  Mikulski 
wrote  in  her  letter,  I  assume,  because  we  have  not  had  any  direct 
conversations  to  that  effect,  but  it  seems  to  me  we  can  only  draw 
on  inference  from  the  statements  of  the  Department  of  Defense, 
and  effectively  the  position  of  the  Department  of  Defense,  and  that 
is  that  they  can  live  without  a  U.S. -flag  fleet,  and  that  a  U.S. -flag 
fleet  is  not  essential  to  carry  on  the  defense  preparedness  activities 
of  the  country. 

As  I  understand  their  position — and  I  must  say,  I  am  tnang  to 
understand  it,  and  I  cannot  warrant  that  I  understand  it  fully,  but 
it  seems  to  me  that  they  are  simply  saying  we  live  with  lots  of 
risks. 

We  are  cutting  back  the  defense  establishment  all  over,  and 
there  are  lots  of  risks  associated  with  this,  and  not  having  a  cap- 
tive fully  available  U.S. -flag  fleet  is  simply  another  risk,  but  it  is 
a  sustainable  risk,  it  is  a  warranted  risk,  it  is  a  risk  that  we  are 
prepared  to  live  with. 

Senator  Lott.  You  did  work  with  us  last  year,  along  with  all  the 
other  sectors  in  the  maritime  industry,  to  try  to  develop  the  legisla- 
tion. 

And  I  think  we  came  pretty  close  in  the  closing  hours  of  the  ses- 
sion, but  just  did  not  quite  make  it.  I  know  that  you  were  prepared, 
and,  in  fact,  did  work  with  the  new  administration,  but  once  it 
looked  pretty  clear  that  they  were  not  going  to  move  forward,  that 
is  when  you  moved  into  actually  reflagging;  is  that  correct? 

Mr.  Snow.  That  is  correct. 

Mr.  LiLLlE.  That  is  correct. 

Senator  Lott.  What  will  happen  if  APL  and  Sea-Land  are  pro- 
hibited from  reflagging,  but  there  is  no  new  subsidy  program? 

Mr.  Snow.  We  will  simply  not  ever  reinvest  in  U.S.  ships. 

Senator  Lott.  I  believe,  let  me  see  here 

Mr.  Snow.  Senator,  if  I  could  just  amplify  on  that,  the  reasons 
why.  If  we  are  imable  to  earn  adequate  returns  on  the  capital  that 
goes  into  the  U.S.  ships,  which  would  be  the  effect  of  that  situation, 
then  I  would  never  be  in  the  position  to  go  to  our  board  and  ask 
for  the  capital  to  invest  in  those  ships. 

So,  what  it  means,  in  effect,  is,  no  new  ships  imder  the  U.S.  flag 
for  Sea-Land.  So,  that  does  not  mean  that  we  would  not  be  invest- 
ing in  ships  to  serve  the  Asia-Europe  market,  or  the  intra-Asia 
market,  or  other  parts  of  the  world,  but  we  simply  would  not  be 
in  the  position  to  put  additional  capital  into  the  U.S. -flag  fleet.  And 
I  would  regret  that.  I  would  regret  that  very  deeply. 

Senator  Lott.  Well,  imless  the  administration  allows  new  con- 
tracts to  be  signed,  and  finds  the  funds  to  cover  the  new  contracts, 
the  program  will  end  when  the  existing  contract  expires  in  1997 
anyway;  correct? 

Mr.  Snow.  It  will  for  Mr.  Lillie's  company.  We  are  not  under  that 
ODS  subsidy. 
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Mr.  LiLLiE.  That  is  correct.  But  I  think  that,  going  back  to  your 
original  question,  I  agree  with  Mr.  Snow,  we  would  be  replacing 
our  ships  under  another  flag,  and  we  would  have  the  same  result, 
only  a  little  bit  longer,  no  U.S.  flag  on  our  ships. 

Obviously,  the  other  part  is  to  investigate  whether  we  are  due 
compensation  as  the  result,  basically,  of  devaluating  assets  that  we 
committed  under  a  set  of  rules,  particularly  the  ODS  rules,  that 
implied  that  there  would  be  an  ODS.  or  a  comparable  program 
going  forward  for  the  life  of  those  vessels. 

Senator  LOTT.  Your  charts  were  very,  as  I  said,  graphic  in  show- 
ing what  you  are  up  against.  I  know  there  are  obviously  inequities, 
in  terms  of  tax  policy,  and  I  know  that  there  are  regulations  that 
you  have  to  deal  with,  and  disadvantages,  and  you  have  lots  of  ex- 

Eenses.  But  one  thing,  you  indicated  the  difference  between  a  ship 
uilt  in  America  and  one  built  a  foreign  yard  was  $200  million,  ap- 
proximately, versus  $80  million. 

Maybe  that  is  true,  but  I  had  the  impression  that  the  gap  be- 
tween the  domestic  and  foreign  shipyards  has  been  closing  dra- 
matically, that  we  are  becoming  more  competitive,  and  that  at 
some  shipyards,  now  the  wages  they  are  paying  at  those  shipyards 
are  getting  closer  to  U.S.  wages. 

I  do  know  that  there  are  shipyards  now  that  are  competing  in 
international  markets,  and  have  won  some  overhaul  contracts. 

In  fact,  Ingalls  Shipyard  just  competed  for  an  overhaul  I  believe 
of  some  Venezuelan  Navy  ships,  and  they  were  able  to  beat  an  Ital- 
ian and  other  bidders. 

In  fact,  are  not  those  numbers  getting  closer?  Is  it  not  possible 
that  in  the  future  that  maybe  you  will  be  able  to  build  your  ships 
in  the  United  States  in  a  competitive  way? 

Mr.  LiLLiE.  Let  me  answer  that  one,  because  we  have  recently, 
as  you  know,  committed  to  purchase  six  large  container  ships,  and 
we  have  another  three  that  we  are  currently  reviewing  the  bids  on. 

In  all  nine  cases,  U.S.  shipyards  have  declined  to  bid,  as  I  read 
the  letters,  primarily  for  reasons  of  design — that  they  do  not  have 
the  designs,  which  are  very  expensive  to  develop,  that  allow  them 
to  compete,  or  in  some  cases,  because  thev  did  not  have  space  in 
their  yards,  because  it  is  already  committed. 

Nevertheless,  let  me  give  you  some  data.  My  understanding  is 
that  the  most  recent  commercial  ship  built  in  the  United  States  re- 
quired over  2  million  man-hours  to  develop.  The  C-lO's,  which 
were  built  in  1988,  that  have  almost  twice  the  capacity  of  that 
ship,  took  840,000  hours. 

So,  the  2-to-l  number,  at  least  based  on  the  most  recent  data  I 
have,  if  you  project  off  of  those  hours,  is  not  out  of  line. 

Nevertheless,  I  want  to  emphasize  that  both  Mr.  Snow  and  I 
think  that  it  is  very  important  for  the  U.S.  yards  to  also  have  a 
revitalization  program. 

Senator  Lott.  Well,  that  was  just  the  point  I  want  to  make,  and 
you  know  from  my  attitude  last  year,  and  will  be  in  the  future, 
that  there  will  be  no  solution  to  this  problem  if  it  does  not  include 
shipbuilders,  also. 

It  cannot  just  be  the  carrier  shippers  and  the  laborers,  it  has  to 
be  the  shipbuilders,  also.  That  is  a  major  drive.  There  are  a  lot  of 
different  interests. 


25 

I  am  concerned  about  the  jobs  overall  in  the  industry.  I  am  con- 
cerned about  the  security  aspects,  but  I  am  also  concerned  about 
the  jobs  in  the  shipyards. 

Yes,  they  may  be  pretty  full  right  now.  There  may  be  work,  but 
we  have  lots  of  reasons  to  believe  that  by  the  end  of  this  century 
that  will  not  be  the  case,  or  at  the  very  least,  will  be  declining  dra- 
matically, even  for  the  best  shipyards  in  America. 

Mr.  LiLLlE.  Well,  we  agree  with  that.  And  we  need  to  use  this 
breathing  room  constructively  to  get  the  yards  in  the  place  where 
they  can  be  commercially  competitive  on  a  worldwide  basis. 

We  totally  support  that,  not  only  because  it  is  good  for  the  na- 
tion, but  also  it  is  good  for  us,  to  have  healthy  U.S.  shipyards  com- 
peting for  our  business. 

Senator  Lott.  Thank  you,  Mr.  Lillie.  I  have  one  final  question, 
John,  if  I  could.  Will  APL  and  Sea-Land  postpone  reflagging  their 
vessels  if  there  are  signs  of  a  real  concrete  effort  to  get  a  satisfac- 
tory reform  proposal? 

Mr.  Snow.  Senator,  we  have  said  openly  that  we  would  do  that 
this  year,  and  would  refrain  from  exercising  any  authority  granted 
this  year. 

I  think  beyond  that,  it  would  be  a  mistake  for  us  to  make  a  com- 
mitment, because  I  recall  the  opening  comments  of  Secretary  Pena 
at  the  first  meeting,  when  he  called  the  maritime  industry  to- 
gether. 

He  said,  "This  is  the  year  that  if  we  do  not  get  it  done  this  year, 
we  will  not  be  able  to  get  it  done.  And  I  am  committed  to  getting 
it  done  this  year.  If  it  goes  over  to  1994,  it  will  get  tangled  up  in 
all  sorts  of  other  things,  and  it  will  be  impossible. 

I  think  his  judgment  is  probably  correct.  It  is  one  we  accept.  We 
want  to  work  as  hard  as  we  can  to  get  it  done  this  year,  and  we 
will  refrain  from  exercising  any  authority  this  year,  as  long  as 
there  is  realistic  prospects,  as  you  say,  of  real  action. 

Mr.  Lillie.  Obviously,  we  concur. 

Senator  Lott.  Thank  you  both  for  your  testimony. 

Senator  Breaux.  Gentlemen,  thank  you  very  much  for  your  testi- 
mony and  for  your  statements  today.  As  we  excuse  the  first  panel, 
I  would  like  to  welcome  a  group  of  representatives  from  labor,  who 
work  on  the  vessels. 

Representing  the  Seafarers  International  Union  is  Mike  Sacco, 
their  president;  Capt.  Tim  Brown,  the  president  of  the  Inter- 
national Organization  of  Masters,  Mates  and  Pilots;  Mr.  Jerome  Jo- 
seph, who  is  the  executive  vice  president  of  the  American  Maritime 
Officers;  and  Mr.  Gordon  Ward,  who  is  the  president  of  District 
One,  Marine  Engineers  Beneficial  Association. 

Gentlemen,  we  are  pleased  to  have  you  with  us.  We  are  looking 
forward  to  your  testimony.  Mr.  Sacco,  we  have  you  listed  first.  If 
you  would  like  to  go  ahead  and  kick  it  off,  we  will  please  hear  your 
testimony. 

STATEMENT  OF  MICHAEL  SACCO,  PRESIDENT,  SEAFARERS 
INTERNATIONAL  UNION  OF  NORTH  AMERICA,  AFD-CIO 

Mr.  Sacco.  Thank  you,  Mr.  Chairman  and  Senator  Lott.  My 
name  is  Michael  Sacco,  and  I  am  president  of  the  Seafarers  Inter- 
national Union  of  North  America,  AFL-CIO. 
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I  appreciate  this  opportunity  to  comment  today  on  the  decision 
made  by  Sea-Land  and  the  American  President  Lines  to  seek  per- 
mission to  register  a  substantial  portion  of  their  U.S.-flag  fleets  in 
a  foreign  country,  as  the  result  of  the  perception  that  the  present 
administration  will  not  act  favorably  on  a  new  maritime  program. 

When  maritime  reform  was  initiated  a  few  years  ago,  none  of  us 
involved  in  the  reform  process  had  any  false  impressions  about  a 
quick  fix.  We  all  knew  that  it  may  take  several  years  before  a  solid 
program  was  crafted.  Thus,  we  view  the  present  petitions  for  per- 
mission to  go  foreign  as  no  more  than  a  decision  by  these  compa- 
nies to  cut  uie  process  short. 

The  SIU  has  been  committed  to  the  process  of  maritime  reform, 
and  I  have  worked  closely  with  the  Congress,  President  Clinton, 
and  his  predecessors,  with  various  Federal  agencies,  and  shipping 
companies  to  come  up  with  a  comprehensive  set  of  initiatives  that 
will  finally  set  the  American  merchant  marine  back  on  a  course  to 
recovery. 

Today,  the  maritime  reform  process  has  reached  a  critical  stage. 
While  we  are  looking  for  strong  leadership,  we  also  realize  that  it 
will  take  unity  within  the  maritime  industry  to  make  the  revital- 
ization  effort  work.  Unfortunately,  the  applications  to  flag  our  ves- 
sels strike  at  the  heart  of  maritime  unity. 

Maritime  reform  was  stalled  in  part  because  the  previous  two  ad- 
ministrations were  able  to  drive  a  wedge  between  ship  operators 
and  shipbuilders. 

However,  the  Clinton  administration,  perhaps  without  realizing 
it,  is  succeeding  in  achieving  something  the  others  did  not.  By  not 
moving  forward  with  a  reform  program,  it  is  driving  a  wedge  be- 
tween ship  operators  and  maritime  labor,  creating  greater  disimity 
than  before.  Continued  division  within  the  industry  does  not  serve 
the  industry  well. 

The  maritime  industry  achieved  its  greatest  success  when  we 
worked  together.  For  many  years,  we  served  as  a  model  of  labor- 
management  harmony  for  other  American  industries. 

To  split  us  apart  may  satisfy  the  agenda  of  an  administration 
that  sees  no  economic  or  no  national  security  benefits  in  a  strong 
maritime  industry,  but  it  should  not  satisfy  the  agenda  of  an  ad- 
ministration dedicated  to  breathing  new  life  into  the  American 
economy. 

I  believe  that  there  needs  to  be  a  fundamental  shift  in  how  we 
define  our  resources.  Maritime  assets  are  more  than  just  a  collec- 
tion of  ships. 

They  are  also  people,  highly  skilled  people,  who  by  virtue  of  their 
citizenship  and  professional  commitment  offer  unquestionable  loy- 
alty to  their  country.  Certainly,  the  military  views  its  crews  as  an 
integral  component  of  its  overall  strength,  and  so,  too,  should  the 
ship  operators. 

We  need  to  ask  who  is  going  to  man  the  reflagged  vessels.  The 
first  incentive  for  reflagging  is  immediately  replacing  American-cit- 
izen crews  with  cheap-wage  labor  from  Third  World  countries. 

The  vessels  will  be  manned  by  foreign  seamen,  with  no  stake  in 
our  nation's  policies,  and  with  little  incentive  to  risk  their  lives  in 
a  shooting  war. 
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Therefore,  the  move  to  flag  out  seriously  weakens  our  national 
security,  hurts  our  economy,  and  undercuts  genuine  efforts  at  revi- 
talizing the  industry. 

The  Maritime  Administration  could  approve  these  applications 
next  week,  and  we  would  not  be  able  to  stop  them.  In  the  absence 
of  a  hearing  by  the  agency,  there  is  no  guarantee  that  the  voice  of 
labor  would  ever  be  heard.  The  filings  oy  Sea-Land  and  APL  are 
not  routine  submissions,  as  the  ultimate  decision  will  be  based  on 
the  Nation's  future  maritime  policy,  or  lack  thereof. 

The  Congress  is  in  a  position  to  act  on  this  matter  now.  The  Sen- 
ate should  concur  with  the  action  taken  by  the  House  and  put  a 
temporary  hold  on  vessel  transfers. 

This  would  give  us  the  breathing  space  needed  to  put  together 
an  effective  maritime  program,  free  from  threats  and  intimidations. 
It  will  take  all  of  us,  united  in  purpose  and  working  together,  to 
restore  strength  to  the  U.S.-flag  merchant  fleet.  And  I  urge  you  to 
act  accordingly. 

Thank  you  for  your  attention.  I  will  be  pleased  to  respond  to  any 
questions  that  you  may  have. 

[The  prepared  statement  of  Mr.  Sacco  follows:] 

Prepared  Statement  of  Michael  Sacco 

My  name  is  Michael  Sacco.  I  am  president  of  the  Seafarers  International  Union 
of  North  America,  AFL-CIO,  representing  thousands  of  merchant  seamen  serving  on 
board  U.S.-flag  vessels  engaged  in  both  the  foreign  and  domestic  commerce  oi  the 
United  States.  I  appreciate  this  opportunity  to  conmaent  today  on  the  decision  by 
Sea-Land  Service  and  American  President  Lines  to  seek  permission  to  register  a 
substantial  portion  of  their  U.S.-flag  fleets  in  a  foreign  country  as  a  result  of  the 
perception  that  the  present  administration  will  not  act  favorably  on  a  new  maritime 
program. 

When  maritime  reform  was  initiated  in  earnest  a  few  years  ago,  none  of  us  in- 
volved in  the  reform  process  had  any  false  impressions  about  a  quick  fix.  The  mari- 
time industry  didn't  reach  its  current  sad  state  overnight.  Its  problems  won't  be 
solved  overnight  either.  It  takes  time  to  develop  a  good  program  and  get  it  through 
Congress.  We  all  knew  that  it  might  take  several  years  oefore  a  solid  program  was 
crafted.  Thus,  we  view  the  present  petitions  for  permission  to  go  foreign  as  no  more 
than  a  decision  by  these  companies  to  cut  the  process  short. 

For  years  representatives  of  the  U.S.-flag  liner  industry  met  in  an  effort  to  reach 
agreement  on  a  revised  maritime  support  program.  When  former  Transportation 
Secretary  Andrew  Card  expressed  his  willingness  to  take  up  the  challenge,  the  SIU 
re-committed  itself  to  the  process  of  maritime  reform.  We  have  worked  closely  with 
the  members  of  this  subcommittee  and  others  in  Congress,  President  Clinton  and 
his  predecessors,  various  federal  agencies  and  shipping  companies  to  come  up  with 
a  comprehensive  set  of  initiatives  that  will  finally  set  the  American  merchant  ma- 
rine back  on  a  course  toward  recovery. 

Today,  the  maritime  reform  process  has  reached  a  critical  stage.  While  we  are 
looking  to  Capitol  Hill  and  the  White  House  to  provide  strong  leadership,  we  also 
realize  that  it  wiU  take  unity  within  the  maritime  industry  to  make  the  revitaUza- 
tion  effort  work.  We  all  need  a  viable  maritime  presence  in  order  to  protect  our 
economy  and  national  security.  But  it  is  going  to  take  all  of  us  pulling  together  dur- 
ing this  difficult  period  if  we  are  to  have  one  into  the  next  century.  Unfortunately, 
the  applications  to  flag  out  vessels  strike  at  the  heart  of  maritime  unity. 

Maritime  reform  was  stalled  throughout  the  1980s  in  part  because  the  previous 
two  administrations  were  able  to  drive  a  wedge  between  ship  operators  and  ship- 
builders. Shipbuilding  subsidies  and  loan  guarantees  were  aUowed  to  die,  while  op- 
erators were  restricted  from  acquiring  foreign  vessels.  However,  the  Clinton  Admin- 
istration, p>erhaps  without  realizing  it,  is  succeeding  in  achieving  something  the  oth- 
ers did  not.  By  its  inability  to  move  forward  with  a  reform  program,  it  has  driven 
a  new  wedge  between  ship  operators  and  maritime  labor,  creating  greater  disunity 
than  before.  Continued  division  within  the  industry  whether  it  is  between  vessel  op- 
erators and  the  shipyards,  or  vessel  operators  and  seagoing  labor,  does  not  serve 
the  industry  well,  nor  the  Nation.  The  maritime  industry  achieved  its  greatest  sue- 


28 

cess  when  we  worked  together.  For  many  years,  we  served  as  a  model  of  labor-man- 
agement harmony  for  other  American  mdustries.  Because  of  administration  inac- 
tion, that  is  about  to  end.  To  split  us  apart  may  satisfy  the  agenda  of  an  administra- 
tion that  sees  no  economic  or  national  security  benefits  in  a  strong  maritime  indus- 
try, but  it  should  not  satisfy  the  agenda  of  an  administration  dedicated  to  breathing 
new  life  into  the  American  economy. 

Should  the  re  flagging  applications  be  approved,  tile  result  will  be  hundreds  of  jobs 
that  will  be  lost,  a  major  reduction  in  our  nation's  strategic  sealiit  capability,  a  re- 
duced American  presence  in  ports  around  the  world,  a  loss  of  tax  revenues  and  a 
worsening  of  our  foreign  trade  deficit.  Just  as  important  however,  these  applications 
can  cause  the  entire  reform  process  to  unravel.  They  serve  to  intimidate  those  who 
are  working  in  good  faith  to  find  a  way  to  keep  the  merchant  marine  intact. 

I  believe  that  there  needs  to  be  a  fundamental  shift  in  how  we  define  our  re- 
sources. Maritime  assets  are  more  than  just  a  collection  of  ships.  They  are  also  peo- 
ple— highly  skilled  people,  adept  at  the  specialized  nature  of  their  craft,  who  by  vir- 
tue of  their  citizenship  and  professional  commitment  offer  unquestioned  loyalty  to 
their  country.  Certainly  the  military  views  its  crewmembers  as  an  integral  compo- 
nent of  its  overall  strength.  So  too  should  ship  operators. 

We  need  to  ask  who  is  going  to  man  the  reflagged  vessels.  The  Marshall  Islands 
has  been  mentioned  as  the  likely  target  registry.  While  using  the  registry  of  a  U.S. 
protectorate  or  an  ally  might  sound  like  a  safe  move,  it  in  fact  poses  grave  dangers 
to  our  national  security.  Ilie  first  incentive  for  refiagging  is  immediately  replacing 
American -citizen  crews  with  cheap-wage  labor  from  third  world  countries.  In  the 
last  analysis,  it  doesn't  really  matter  whether  the  vessels  are  flagged  in  the  Mar- 
shall Islands  or  Liberia  or  Panama  or  anywhere  else.  They  will  still  be  manned  by 
foreign  seamen  with  no  stake  in  our  nation's  policies,  and  understandably,  with  lit- 
tle incentive  to  risk  their  lives  in  a  shooting  war. 

Therefore,  no  matter  how  the  ship  operators  try  to  portray  it  otherwise,  their 
move  to  flag  out  their  vessels  cannot  be  looked  upon  simply  as  a  private  business 
decision.  It  is  very  much  the  business  of  the  public,  and  bad  business  at  that.  It 
seriously  weakens  our  national  security,  hurts  our  economy  and  undercuts  genuine 
efforts  at  revitalizing  the  industry  and  making  it  more  attractive  for  them  to  re- 
main. 

The  Maritime  Administration  has  a  mandate  to  support  the  merchant  marine. 
The  entire  government  has  a  mandate  to  protect  the  nation.  Both  will  be  grossly 
remiss  if  the  applications  are  approved  at  this  time.  The  Maritime  Administration 
could  approve  these  applications  next  week,  and  we  would  not  be  able  to  stop  them. 
In  the  absence  of  a  hearing  by  the  agency,  there  is  no  guarantee  that  the  voice  of 
labor  would  ever  be  heard.  The  filings  by  Sea-Land  and  APL  are  not  routine  submis- 
sions. The  fiiture  of  20  vessels  is  in  question.  Any  review  of  the  applications  cannot 
be  considered  routine  business  as  the  ultimate  decision  will  be  based  on  this  Na- 
tion's future  maritime  policy  or  lack  thereof. 

The  Congress  is  in  a  position  to  act  on  this  matter  now.  The  Senate  should  concur 
with  the  action  taken  by  the  House  and  put  a  temporary  hold  on  vessel  transfers. 
This  would  give  the  Congress,  the  administration  and  all  of  us  the  breathing  space 
needed  to  put  together  an  effective  maritime  program,  free  from  threats  and  intimi- 
dation. This  would  allow  a  full  inquiry  into  the  many  perils  that  a  large-scale  flight 
from  the  U.S.  registry  would  create. 

I  don't  think  any  of  us  wants  to  see  the  merchant  marine  expire  on  our  watch. 
However,  it  will  take  all  of  us,  united  in  purpose  and  working  together,  to  restore 
strength  to  the  U.S.-flag  merchant  fleet.  With  vessel  transfers  effectively  blocked, 
ship  operators  will  have  every  incentive  to  be  full  players  in  the  reform  process,  as 
well  they  should  be.  I  urge  you  to  act  accordingly. 

Thank  you  for  attention  and  I  will  be  pleased  to  respond  to  any  questions  you 
may  have. 


A  DECADE  OF  EFFORT — A  CHRONOLOGY  OF  MARITIME  REFORM  EFFORTS  1984-93 

Dec  84 — Four  liner  companies  meet  and  agree  on  outline  of  proposed  liner  pro- 
motional program. 

Jan-Apr  85 — Companies  negotiate  on  details  of  proposed  program. 

Jul  85 — Administration  bills  on  build  foreign  introduced  by  request  in  House  and 
Senate;  immediate  access  to  preference  cargo  for  reflagged  vessels  also  introduced 
in  Senate  (but  not  House). 

Sep  85— Interested  parties  submit  comments  to  Senate. 

Dec  86 — Attempt  to  include  build  foreign  authority  in  Continuing  Resolution. 
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Jan  86 — H.R.  4024,  a  broad  maritime  reform  bill,  is  introduced  by  Rep.  Biaggi 
with  build  foreign  as  "centerpiece." 

Jan-Mar  86— Carriers  meetings  to  agree  on  compromise  legislation  to  reform 
ODS. 

Apr  86 — Alternative  carrier  bills  are  introduced  in  the  House  (H.R.  4581  and  H.R. 
4582)  in  anticipation  of  hearings  on  reform. 

Apr  86— Carriers  meet  with  labor  to  obtain  agreement  on  foreign  building. 

IVuiy  86 — Alternative  House  staff  proposal  put  forth. 

Jun  86 — House  markup  canceled  when  staff  draft  unable  to  gain  wide  support. 

Jul  86 — Effort  resumes  with  introduction  of  S.  2662  and  hearings. 

Aug  86 — Efforts  dies  on  issue  of  trade  route  restrictions. 

Oct  86 — Unsuccessful  attempt  to  assemble  maritime  reform  package  as  part  of 
continuing  resolution. 

Feb  87 — H.R.  1088  introduced  by  Rep.  Biaggi  to  reform  ODS  within  current 
structure. 

May  87 — S.  1183  (Sen.  Breaux)  introduced  including  broad  ODS  reform. 

May  87— Hearings  on  S.  1183. 

May  87 — ^Auxiliary  sealift  subsidy  bill  (H.R.  2462)  introduced  in  House  to  radi- 
cally reform  basis  for  subsidizing  vessels. 

Jun  87 — Meetings  between  Sen.  Breaux  and  staff  and  carriers  to  work  out  con- 
cerns with  S.  1183. 

Jun  87 — A  Three  Carrier"  bill  is  proposed  to  address  concerns  with  S.  1183  and 
incorporate  agreements  reached  among  carriers  during  discussions  on  S.  1183. 

Sep  87 — Rep.  Davis  introduces  H!r.  3297  to  establish  new  ODS  program  for 
unsubsidized  carriers  and  existing  contractors  who  desire  to  switch  to  new  program. 

Oct  87 — Administration  forwards  a  maritime  reform  bill;  introduced  in  House  by 
request  as  H.R.  3537  (never  introduced  in  the  Senate,  even  by  request). 

Nov  87 — Comments  requested  on  both  Three  Carrier  and  Administration  propos- 
als. 

Dec  87 — Three  Carrier  Bill  introduced  in  the  House  by  request  as  H.R.  3808. 

Jan  88 — Comments  show  lack  of  consensus  on  carrier  bill;  focus  shifts  to  negotia- 
tions being  conducted  under  the  auspices  of  USA,  Inc. 

Mar  88— House  hearings  on  ODS  reform  generally,  including  issues  raised  in  the 
five  1987  bills. 

Mar  88 — Four  carriers  agree  on  revised  proposal  for  promotional  program. 

Mid  88-Early  89 — Carriers  involved  in  continuing  negotiations  under  USA  aus- 
pices to  formulate  a  new  reform  approach. 

May-Sep  89 — Development  of  proposed  "USA"  bUl. 

Nov  89— Carriers  discussions  with  Marad  lead  to  a  "revised"  H.R.  3537. 

Dec  89-May  90 — Negotiations  and  discussions  continue  on  revised  Administra- 
tion bill  and  the  USA  proposal. 

Jun  90 — USA  proposal  is  introduced  as  S.  2773. 

Jul  90 — Hearings  scheduled  by  Senate  Conmierce  Committee  on  S.  2773  are  can- 
celed. 

Late  90— USA  effort  dissolves. 

Early  91 — APL  and  Sea-Land  establish  joint  project  to  develop  maritime  reform 
and  a  new  liner  promotion  program. 

Mar-Oct  91 — Carrier  meetings  to  develop  program. 

Nov  91 — Draft  APL'Sea-Lana  proposal. 

Feb  92 — Joint  news  conference  by  APL  and  Sea-Land  CEO's  to  announce  joint 
effort  and  the  need  for  maritime  reform. 

Mar  92 — Carriers'  regulatory  review  filing  identifies  hundreds  of  areas  where  reg- 
ulations are  duplicative  and  impose  undue  burdens  on  U.S.  carriers. 

Apr-Jun  92— Administration  task  force  on  maritime  reform. 

May  92 — APL  and  Sea-Land  present  legislative  proposal. 

Jun  92 — ^Administration  ("Card")  initiative  announced;  SCC  Merchant  Marine 
Subcommittee  hearings. 

Jul  92 — Card  legislative  proposal  is  forwarded  to  Congress  and  introduced  by  re- 
quest as  H.R.  5627  and  S.  3047. 

Jul  92 — HMMFC  hearings  on  proposed  legislation. 

Jul-Aug  92 — APUSea-Land  meetings  to  propose  revisions  to  Card  legislation. 

Oct  92 — Reps.  Davis  and  Lent  introduce  combined  shipbuilding  and  maritime  re- 
form package  (H.R.  6212)  in  late  effort  to  capitalize  on  momentum. 

Nov  92— -Card  initiative  dies  with  end  of  102nd  Congress. 

Jan  93 — Expanded  carrier  coalition  is  created  to  develop  follow-on  reform  pack- 
age. 

Jan-May  93 — New  coalition  hammers  out  a  reform  package. 

Mar  93 — Industry/government  meetings  to  discuss  outlines  of  reform  proposal. 
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May  93 — Clinton  Administration  announces  that  it  will  not  support  maritime  re- 
form or  new  promotional  program  in  1993. 

May  93 — H.R.  2151  is  introduced  as  Congress  picks  up  on  maritime  reform  initia- 
tive; HMMFC  hearings. 

May-Jul  93 — H.R.  2151  is  followed  by  a  series  of  reform  legislative  proposals  ad- 
dressing investment,  trust  funds,  and  shipbuilding  conversion. 

Jun  93 — HMMFC  hearings  on  regulatory  reform  aspects  of  maritime  reform. 
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SELECTED  MARITIME  REFORM  EFFORTS  1979-93 

•  1979  House  Omnibus  Bill — Dec  84,  Four  Carriers  Begin  Meeting  on  Pro- 
motional BiU;  Jul  85,  S.  1481,  S.  1482/H.R.  3141  (Administration  Bills);  Jan  86,  H.R. 
4024  (Broad  Maritime  Reform);  Apr  86,  H.R.  4581/4582;  Jul  86,  S.  2662;  May  87, 
S.  1183;  Dec  87,  H.R.  3808  ("Three  Carrier  Bill");  Mar  88,  Hearings  on  "Four  Car- 
rier" Proposal;  Nov  89,  H.R.  3537  (Revised  Administration  Bill);  Jun  90,  S.  2773 
(USA  BiU);  Jun  92,  s.  3047/H.R.  5627  ("Card"  Initiative);  Oct  92,  H.R.  6212  ("Davis/ 
Lent");  and  May  93,  H.R.  2151,  The  Maritime  Security  and  Competitiveness  Act  of 
1993. 

•  Aug  93,  Senate  Hearing  on  Maritime  Reform. 


APL  AND  SEA-LAN 

Given  birth  to  Containerization. 

Developed  International,  Intermodal  Services 

Initiated  Double  Stack  Train 

Used  Computers  in  Transportation  Exclusively 
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U.S.  FLAG  PRODUCTIVITY 
SUBSTANTIAL  DECREASES  IN  COMMERCIAL  SHIPPING  COSTS 


Percent  Change  in 

Constant  Dollars 

of  Revenue/ 

Ton  Mile 


120-r 


100- 


Year 


U.S.-FLAG  COST  DISADVANTAGES 


Capital  Cost  (4000+  TEU  vessel) 
V.S.  BuUt 
Foreign  Built 


$200+M  (est) 


Operating  Cost  (crew/vessel/year) 

U.S.  Built  

Foreign  Built  ^^^^^^|    $.70M  /year 


$4.1M/.vear  (approx.) 


Taxes  (new  vessel/year) 

V.S.  Built 

Foreign  Built  |   (Negligible) 


$1,000,000  (est) 


Regulatory  (USCG  &  duties/vessel/year) 

HH^IHl^^l^l    $420,000  (approx.) 
Foreign  Built  |  $0 


ADDITIONAL  U.S.-FLAG  CARRIER  BURDENS 


Existing  ODS  Carriers — Foreign-Flag  Vessel  Constraints;  Trade  Route  Restric- 
tions; ana  Multiple  Agency  Regulations. 

Existing  non-ODS  Carriers— Lack  of  Basic  Cost  Support;  and  Multiple  Agency 
Regulations. 
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BOTTOM  LINE  IMPACT 

APC  NET  INCOME  BEFORE  TAXES 

(5  year  average) 


With  ODS 
(Actual) 


Without  ODS 


Foreign  Flag 
(est.) 


Percent 


With  ODS 
(Actual) 


BOTTOM  LINE  IMPACT 

APC  RETURN  ON  EQUITY 

(5  year  average) 


4  - 
3  -\ 
2  H 
1  H 
0  - 
-1- 

-2- 

-3- 
-4- 
-5- 
-6- 


Without  ODS 


Foreign  Flag 
(est.) 
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WHAT  NEEDS  TO  BE  DONE 


•  Address  Capital  and  Operating  Costa 

•  Relieve  Tax  Burdens 

•  Eliminate  Duplicative  and  Costly  Regulations 

Senator  Breaux.  Thank  you  very  much,  Mr.  Sacco.  Next  we  will 
hear  from  Capt.  Tim  Brown. 

STATEMENT  OF  CAPT.  TIMOTHY  A.  BROWN,  PRESmENT, 
INTERNATIONAL  ORGANIZATION  OF  MASTERS,  MATES  AND 
PILOTS,  ILA,  AFL-CIO 

Captain  Brown.  Thank  you,  Senator.  My  name  is  Timothy 
Brown,  and  I  represent  the  deck  officers,  the  masters,  mates  and 
pilots  union. 

I  appreciate  this  opportunity  to  address  this  body  and  share  with 
you  my  views  regarding  the  effects  that  reflagging  will  have  both 
on  the  Nation  and  on  the  individual  seafarers  who  sail  with  the 
masters,  mates,  and  pilots. 

I  have  already  submitted  a  statement  for  the  record,  and  will  be 
happy  to  answer  any  questions  you  may  have.  However,  there  are 
three  individuals  that  I  would  like  to  tell  you  about,  who  have  writ- 
ten their  place  in  maritime  history. 

I  could  regale  you  with  stories  and  deeds  about  sailors  in  the 
merchant  marines  in  times  past.  As  you  all  know,  the  U.S.  mer- 
chant service  in  World  War  II  had  a  higher  casualty  rate  than  any 
other  branch  of  the  Armed  Services,  with  the  exception  of  the  U.S. 
Marine  Corps. 

Capt.  Frank  Murdock,  who  operates  the  MM?  hiring  hall  in  Mo- 
bile, has  the  dubious  distinction  of  having  the  Andrew  Jackson  shot 
out  from  under  him  in  July  1942,  while  35  miles  north  of  Cuba, 
only  to  return  to  the  United  States  and  another  command  on  the 
S.S.  Yaka  in  October  1942,  only  to  have  the  Yaka  shot  from  under 
him  in  November  1942,  while  on  the  way  from  Iceland  to  Halifax. 

I  could  probably  eulogize  Captain  Murdock,  because  he  was  my 
former  boss  when  I  worked  at  Sea-Land,  prior  to  coming  ashore. 

However,  I  want  to  tell  you  about  another  gentleman.  His  name 
is  Capt.  John  Hunt,  whose  service  at  sea  was  abruptly  terminated 
when  a  Silkworm  missile  pierced  several  bulkheads  on  the  Sea  Isle 
City,  leaving  Captain  Hunt  permanently  blinded.  This  occurred  on 
October  16,  1987,  long  before  Operations  Desert  Storm  and  Desert 
Shield  occurred. 

Finally,  I  would  like  to  tell  you  about  Capt.  John  Withers,  and 
the  crew  of  the  American  Osprey.  On  June  25  of  this  year,  the 
American  Osprey  was  shelled  while  discharging  at  the  pier  in 
Mogadishu. 

She  was  carrying  108,000  barrels  of  aviation  fuel  at  the  time, 
and  suffered  four  hits,  the  most  serious  of  which  was  a  4-inch  hole, 
12  feet  below  the  main  deck  on  the  starboard  side.  It  is  a  wonder 
that  the  damage  was  not  more  substantial,  or  that  there  was  no 
explosion. 

Why  have  I  taken  the  time  to  single  out  these  three  men?  Clear- 
ly, Frank  Murdoch  served  this  country  in  a  time  of  war.  However, 
so  did  Captains  Hunt  and  Withers,  and  their  crews,  who  served 
when  there  was  no  war,  but  were  aboard  merchant  ships  being 
used  as  an  extension  of  U.S.  foreign  policy. 
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This  issue  is  important,  and  I  do  not  buy  into  the  Defense  De- 
partment's argument  that  the  only  lesson  to  be  learned  from  Desert 
Shield  and  Desert  Storm  is  that  you  should  not  embroil  yourself  in 
conflicts  unless  you  have  allies. 

In  short,  you  cannot  enforce  foreign  policy  without  the  fourth 
arm  of  defense,  the  American  merchant  marines.  This  was  true  in 
World  War  II,  and  it  is  equally  true  today. 

This  committee  has  asked  maritime  labor  to  describe  the  effects 
on  reflagging  of  seafarers.  I  can  speak  directly  about  the  masters, 
mates,  and  pilots,  and  the  impact  on  their  benefits  plan. 

The  MM&P  health  and  benefit  plan  provides  good  health  care 
coverage  for  over  8,300  active  mariners,  pensioners,  and  depend- 
ents of  both  active  and  pensioners. 

The  reduction  of  these  20  ships  will  result  in  the  decrease  of  pro- 
visions of  $1.8  million  per  year  for  health  care. 

And  considering  these  20  ships  are  just  the  beginning,  Sea-Land 
has  another  12  ships  similarly  situated  to  those  that  they  are  ask- 
ing to  reflag,  while  APL  has  another  13  ships  in  their  fleet,  some 
of  which  will  be  replaced  by  the  6  vessels  which  are  currently  being 
built  by  APL  in  Germany. 

Consequently,  this  $1.8  million  per  year  shows  all  the  signs  of 
growing  to  $4  million  in  a  couple  of  years,  when  new  reflagging  ap- 
plications are  submitted. 

Those  MM&P  members  who  are  replaced  will,  if  they  have  their 
service  time  in  for  a  pension,  retire,  but  will  still  be  covered  under 
the  health  plan,  resulting  in  paying  out  more  dollars,  while  taking 
less  dollars  in. 

For  those  members  who  do  not  retire,  they  will  find  it  more  dif- 
ficult to  find  employment,  and  consequently,  will  find  it  more  dif- 
ficult to  be  eligible  for  health  coverage,  by  virtue  of  that  employ- 
ment. Thus,  all  medical  problems  which  are  discretionary  will 
quickly  be  crammed  into  a  6-month  period. 

When  all  is  said  and  done,  the  net  effect  on  the  health  plan  will 
be  a  negative  cashflow  each  year,  as  medical  costs  rise.  The  fund's 
reserve  may  have  to  be  liquidated,  and  these  could  be  gone  in  a  rel- 
atively short  time. 

The  costs  for  maintaining  the  plan  will  rise  on  a  per  man-day 
basis,  as  fewer  ships  remain  to  provide  these  health  benefits  to 
members. 

At  the  present  time,  the  company  provides  this  coverage,  which 
would  soon  fall  to  others  to  provide,  and  clearly  some  would  not  be 
covered,  placing  this  new  debt  on  the  budgets  of  States  or  the  Fed- 
eral Government. 

I  might  comment  at  this  point  that  the  seafarers  have  no  readily 
available  job  transfer  skills.  While  engineers  aboard  will  be  those 
who  have  skills  which  can  be  redirected  ashore,  deck  officers,  radio 
officers,  and  deck  and  engine  unlicensed  personnel  are  not  so  fortu- 
nate. 

Another  point  to  consider  in  this  application  along  with  health 
care  is  forced  retirement.  In  short,  those  who  cannot  make  a  living 
with  the  smaller  employment  base  will,  if  they  have  the  service 
time,  then  retire. 

This  will  skew  the  actuarial  assumptions  used  to  calculate  the 
money  needed  for  retirement,  as  men  retire  sooner  than  they  might 
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expect  to.  A^ain,  the  net  result  will  be  required  increases  and  per 
man-day  retirement  contributions  for  those  ships  that  remain. 

In  concluding,  I  might  comment  that  the  CSX  stock  and  APL 
stock  are  trading  at  near  record  heights.  Sea-Land  earned  $162 
million  last  year,  while  APL  showed  earnings  of  $73  million.  Nei- 
ther of  these  companies  have  said  that  they  are  going  broke. 

At  the  MM&P  we  are  sympathetic  to  the  need  for  capital  to  re- 
place aging  tonnage,  and  we  also  do  not  believe  that  "profit"  is  a 
dirty  word. 

However,  I  think  that  the  reflagging  is  premature,  as  well  as 
being  ill-advised.  So,  I  ask  you  to  remember  Frank  Murdoch,  John 
Hunt,  and  John  Withers,  and  their  contributions  to  their  company's 
success,  and  to  their  country's  foreign  policy  objectives. 

The  U.S.  merchant  marine  ship  of  state  may  be  rusty,  and  she 
may  be  require  some  repairs  topside  and  below,  but  to  quote  the 
Senator  from  Maryland,  "I  urge  this  administration  and  this  com- 
mittee not  to  give  up  the  ship,"  or  worse,  to  reflag  them  in  the 
thriving  maritime  community  of  the  Marshall  Islands,  for  the  sheer 
purpose  of  driving  a  stock  price  higher,  while  sacrificing  a  proven 
national  asset,  the  U.S.  merchant  marines.  Thank  you. 

Senator  Breaux.  Thank  you,  Captain. 

[The  prepared  statement  of  Capt.  Timothy  Brown  follows:] 

Prepared  Statement  of  Capt.  Timothy  A.  Brown 

I  am  Captain  Timothy  A.  Brown,  International  President  of  the  International  Or- 
ganization of  Masters,  Mates  &  Pilots,  ILA,  AFL-CIO.  I  appreciate  the  opportunity 
to  appear  before  this  Subcommittee  today  to  discuss  our  ongoing  efforts  in  support 
of  maritime  revitalization  and  our  views  on  the  applications  nlea  by  Sea-Land  Serv- 
ice, Inc.  (Sea-Land)  and  American  President  Lines,  Ltd.  (APL),  to  place  a  significant 
portion  of  their  U.S.-flag  vessels  under  foreign  registry. 

At  the  outset,  Mr.  Chairman,  let  me  state  that  the  situation  facing  our  industry 
is  critical.  Sea-Land's  and  APL's  applications,  if  approved,  mean  that  15  percent  of 
the  United  States-flag  oceangoing  liner  fleet  would  be  reflagged,  with  the  prospect 
of  over  one  third  of  U.S.  oceangoing  tonnage  for  these  two  companies  leaving  over 
the  next  four  years.  What  we  are  confronting  is  the  direct  result  of  our  domestic 
industry  having  to  face  heavily-subsidized  foreign  competition  without  the  financial 
commitment  and  support  of  our  own  government. 

Action  is  needed,  and  it  is  needed  now,  to  put  in  place  a  program  that  preserves 
and  creates  lobs  for  American  seafaring  and  shipbuilding  workers,  that  increases 
the  competitiveness  of  United  States-flag  commercial  vessels,  that  facilitates  the 
movement  of  export  and  import  cargoes  on  United  States-flag  ships,  and  that 
strengthens  the  defense  capability  and  preparedness  of  our  nation.  United  States- 
flag  commercial  vessels  cannot  realistically  be  expected  to  match  any  foreign  opera- 
tors costs  on  a  dollar-for-dollar  basis.  Instead,  American  operators  need  the  oirect 
assistance  of  the  United  States  government  to  help  offset  tne  economic  advantages 
enjoyed  by  foreign  vessel  operators  who  do  not  have  to  meet  or  comply  with  tne 
standards  and  requirements  comparable  to  those  imposed  on  United  States-flag  ves- 
sel operations. 

We  pledge  to  do  everything  in  our  power  to  fight  for  the  enactment  of  legislation 
which  recognizes  these  differences,  levels  the  playing  field  between  United  States 
and  foreign  flag  operations,  and  which  enables  American  carriers  to  maintain  and 
expand  their  U.S.-flag  fleets. 

The  Masters,  Mates  &  Pilots  and  other  maritime  unions  have  individually  and 
collectively  voiced  our  willingness  and  demonstrated  our  commitment  to  work  with 
each  other,  with  the  U.S.-flag  carriers  and  with  the  Federal  government  to  create 
the  framework  necessary  to  Keep  the  vessels  operating  under  the  U.S.  flag.  On 
Labor  Day,  1991,  the  MM&P  along  with  the  Seafarers  International  Union  and  Dis- 
trict 1  of  the  Marine  Engineers  Beneficial  Association  issued  a  call  to  action  which, 
in  many  respects,  was  the  rallying  cry  that  began  our  industry's  maritime  revital- 
ization efforts.  As  we  stated  then,  "As  citizens  concerned  with  the  maintenance  of 
our  nation's  position  and  role  in  the  world  scheme,  and  as  representatives  of  ship- 
board personnel  who  are  dependent  on  the  health  of  the  maritime  industry  for  their 
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livelihoods,  we  flatly  reject  the  notion  that  the  situation  (facing  our  industry)  is  irre- 
versible." Mr.  Chairman,  we  continue  to  maintain  that  position,  which  is  why  I  am 
here  today. 

As  I  said,  the  MM&P  and  other  maritime  unions  have  demonstrated  our  willing- 
ness to  work  with  U.S.-flag  shipping  companies  through  the  collective  bargaining 
process  to  keep  them  sailing  unaer  the  U.S.  flag.  For  example,  in  June,  the  MM&P 
and  Sea-Land  reached  agreement  on  a  new  collective  bargaining  agreement  which 
fully  acknowledges  the  critical  situation  at  hand.  Our  new  contract,  agreed  to  just 
a  week  before  Sea-Land  filed  its  application  to  remove  13  vessels  from  U.S.  registry, 
contains  significant  concessions  on  the  part  of  the  MM&P,  including  a  freeze  in  Cost 
of  Living  Adjustments  for  the  life  of  the  contract.  Further,  it  slashes  overtime  rates 
for  deck  officers  on  Sea-Land  vessels  by  more  than  twenty  percent. 

The  MM&P  recognizes  the  need  for  new  and  innovative  solutions  to  longstanding 
problems  in  our  industry.  As  part  of  that,  we  are  prepared  to  consider  proposals  to 
enable  U.S.-flag  companies  to  react  and  respond  more  effectively  to  competitors'  ac- 
tions. This  can  be  done  within  the  context  of  a  comprehensive  maritime  revitaliza- 
tion  program,  and  when  appropriate  levels  of  U.S.-flag  vessels  are  maintained  to 
fuUy  support  the  economic  and  aefense  interests  of  our  nation. 

An  actively-sailing  United  States-flag  merchant  fleet  is  essential  to  both  the  eco- 
nomic security  and  national  defense  of  our  nation.  While  this  may  seem  a  basic  and 
obvious  statement,  it  is  precisely  why  we  are  here  today. 

We  believe  the  approval  of  the  pending  applications  will  send  the  message  that 
the  United  States-flag  merchant  marine  is  no  longer  needed  or  necessary.  To  say 
this  conclusion  does  a  tremendous  disservice  to  the  merchant  mariners  who  have 
throughout  our  history  given  their  lives  in  service  to  our  country  is  a  gross  under- 
statement. In  fact,  this  conclusion  contradicts  the  conclusion  reached  oy  virtually 
every  American  President  and  military  leader  since  our  nation  was  founded. 

Following  World  War  II,  General  Dwight  Eisenhower  praised  the  service  of  the 
merchant  marine,  lie  stated  that,  "We  count  upon  their  efficiency  and  their  utter 
devotion  to  duty  as  we  do  our  own;  they  have  never  failed  us  yet  and  in  all  the 
struggles  yet  to  come  we  know  they  will  never  be  deterred  by  danger,  hardships  or 
privation. 

Vice  Admiral  Thomas  Hughes,  Deputy  Chief  of  Naval  Operations,  said  in  1986 
that,  "A  strong  U.S.  flag  merchant  marine  is  absolutely  essential  to  our  forward  col- 
lective defense,  the  national  military  strategy  of  the  United  States.  It  is  a  critical 
component  of  the  force  structure  required  to  carry  out  our  basic  military  planning 
for  both  limited  and  general  war." 

In  1986,  Admiral  William  J.  Crowe,  then  Chairman  of  the  Joint  Chiefs  of  Staff, 
stated  that,  "The  decline  in  size  and  capacity  of  the  U.S.  merchant  marine  has  been 
a  major  concern  of  DOD  national  security  planners.  However,  even  in  its  presently 
diminished  state,  it  remains  an  integral  element  of  our  preparedness  for  war  and 
critical  pillar  of  deterrence."  Significantly,  Admiral  Crowe  went  on  to  note  that,  "In 
this  era  of  constrained  resources,  if  there  were  no  U.S.-flag  merchant  marine,  it 
would  have  to  be  replaced  by  a  Government-owned  and  operated  sealifl  fleet^at 
considerable  additional  expense  to  acquire  and  operate." 

Admiral  Crowe's  conclusion,  valid  then,  is  in  our  opinion  even  more  valid  today. 
The  question  is  not  whether  our  country  pays  for  the  surge  and  sustainment  capa- 
bility we  must  have,  but  what  type  of  program  ofTers  the  government  the  best  re- 
turn on  its  investment.  We  believe  the  answer  is  simple.  It  will  be,  as  Admiral 
Crowe  stated  in  1986,  less  expensive  to  the  government  and  more  beneficial  to  the 
country  as  a  whole  to  support  the  United  States-flag  merchant  marine  than  it  wiU 
be  to  build  and  maintain  a  government-owned  fleet. 

And  when  National  Maritime  Day,  1993,  was  celebrated  in  our  nation's  capital, 
General  Ronald  Fogleman,  USAF,  Commander-in-Chief,  United  States  Transpor- 
tation Command,  stated  that,  "The  proliferation  of  high  tech  weaponry  combined 
with  age-old  causes  of  conflict  still  require  America  to  maintain  a  strong  and  respon- 
sive military  force."  Significantly,  General  Fogleman  noted  that  the  United  States 
Transportation  Command  "has  found  America  s  merchant  mariners  always  ready  to 
answer  the  call"  and  that  "historically,  the  U.S.  merchant  marine  is  our  fourth  arm 
of  defense  *  *  *  the  logistics  lifeline  to  our  troops  overseas." 

In  contrast,  vessels  registered  under  so-called  Effective  U.S.  Control  (EUSC)  flags 
are  not  equivalent  from  a  national  defense  standpoint  to  maintaining  vessels  under 
the  Stars-and-Stripes.  Effective  U.S.  Control  was  in  fact  initiated  and  encouraged 
after  the  outbreak  of  World  War  II,  but  prior  to  United  States  involvement  in  the 
war.  EUSC  was  created  specifically  to  allow  U.S.-flag  ships  to  carry  goods  and  mate- 
rials to  Great  Britain  without  violating  the  Neutrality  Acts  in  place  at  the  time. 
Today,  however,  EUSC  is  used  by  many  U.S.  corporations  to  avoid  U.S.  taxes  and 
American  construction,  safety  and  crewing  requirements  for  their  vessels. 
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The  fallacy  inherent  in  the  belief  that  the  operation  of  American-owned  foreign 
flag  vessels  protects  our  national  defense  should  be  readily  apparent.  Even  if  the 
ships  are  turned  over  to  the  United  States  in  time  of  need,  to  nave  ships  available 
to  the  United  States  government  without  the  trained  and  dedicated  American  per- 
sonnel available  to  crew  them  is  as  ludicrous  as  the  thought  of  tanks  without  sol- 
diers to  drive  them,  airplanes  with  no  one  to  pilot  them,  or  even  weaponry  with  no 
one  trained  to  defend  us  through  its  use.  Yet  EUSC  registry  is  an  equally  illogical 
extension  of  this  train  of  thought. 

Effective  U.S.  Control  agreements,  by  nature,  are  fatally  flawed.  WhUe  they  as- 
sume that  vessels  owned  by  United  States  citizens  and  flying  the  registry  flags  of 
the  Bahamas,  Honduras,  Liberia,  the  Marshall  Islands  or  Panama  will  be  available 
to  the  United  States  government  for  use  during  a  period  of  national  emergency,  they 
contain  absolutely  no  provisions  for  crewing  these  vessels  with  American  mariners. 
The  EUSC  agreements  in  place  cannot  extend  to  the  multinational  non-U.S.  citizen 
crews  who  sail  these  ships.  As  vou  are  well  aware,  foreign  nationals  may  not  legally 
be  pressed  into  service  for  another  nation. 

Overall,  there  are  approximately  27,000  mariners  employed  in  the  United  States- 
flag  shipping  industry.  This  number  is  less  than  one  tnird  of  what  it  was  in  1970 
and  it  will  keep  dropping  if  present  fleet  trends  continue.  Manpower  is  the  key  to 
national  defense  security,  and  no  matter  how  many  ships  are  available  to  the  U.S., 
they  are  of  absolutely  no  value  if  trained,  committed  and  patriotic  individuals  are 
not  available  to  operate  them. 

Today  in  Somalia,  U.S.-flag  ships  with  United  States-citizen  crews  aboard  are 
supplyingour  military  peacekeeping  forces.  As  a  matter  of  fact,  one  of  these  vessels, 
the  AMERICAN  OSPREY,  sailing  with  Masters,  Mates  &  Pilots  deck  oflicers,  was 
targeted  and  hit  by  several  rocket  grenades  while  off  loading  jet  fuel  and  motor  oil 
in  support  of  United  States  troops  on  June  26.  I  was  relieved  to  learn  from  the  Mas- 
ter of  the  vessel.  Captain  John  Withers,  that  neither  he  nor  any  of  the  crew  sus- 
tained serious  injuries  aboard  the  unarmed  merchant  vessel.  By  some  miracle  the 
exploding  grenades,  which  punched  holes  in  a  fuel  storage  tank,  at  the  waterline 
and  on  the  main  deck,  did  not  set  off  the  intended  explosion.  Since  then.  Captain 
Withers  has  had  to  run  the  AMERICAN  OSPREY  in  and  out  of  the  port  of 
Mogadishu  to  avoid  further  attacks  and  sniper  fire  which  have  become  routine. 

In  a  telex  to  Captain  Withers,  Vice  Admiral  Michael  P.  Kalleres,  Commander  of 
the  Navy's  Military  Sealifl  Command,  praised  him  and  the  OSPREY's  crew.  Vice 
Admiral  Kalleres  stated  that,  "Since  your  arrival  off  Somalia  in  December,  1992,  the 
Master  and  crew  of  the  55  AMERICAN  OSPREY  have  displayed  the  courage  and 
determination  that  exeniplify  the  U.S.  merchant  marine  •  *  *  AMERICAN  OS- 
PREY has  admirably  performed  her  mission  under  the  most  adverse  conditions.  You 
can  be  justifiably  proud  of  your  contributions  to  United  Nations  efforts  in  Somalia." 
Captain  R.  G.  Allee,  Commanding  Officer  of  the  Navy's  Maritime  prepositioning 
Ship  Sauadron  Two  based  in  Diego  Garcia,  also  telexed  Captain  Withers  aboard  the 
OSPRE I ,  and  stated  that,  "The  example  of  courageous  and  committed  men  to  press 
on  with  the  mission  at  hand  has  been  a  source  of  inspiration  for  us  all.  You  rep- 
resent the  finest  seamen  anywhere  and  we  are  proud  of  you."  There  are  no  guaran- 
tees that  a  foreign  crew  would  subject  themselves  to  this  very  real  risk  if  they  were 
in  a  similar  situation.  In  fact,-  experience  proves  that  they  would  not. 

Several  years  before  Operations  Desert  Shield  and  Desert  Storm  an  incident  oc- 
curred in  the  Persian  Gulf  aboard  a  vessel  sailing  with  a  MM&P  Master.  What  hap- 
pened portrays  not  only  the  braveiy  of  United  States  merchant  mariners,  but  also 
their  willingness  to  face  the  risks  inherent  in  serving  the  national  interest.  In  Octo- 
ber of  1987,  Captain  John  Hunt  was  serving  aboard  the  SEA  ISLE  CITY  when  it 
was  struck  by  an  Iranian  silkworm  missile.  He  and  other  crewmembers  received  se- 
rious injuries  from  the  missile's  explosion,  which  shattered  the  ship's  bridge.  Cap- 
tain Hunt's  body  was  filled  with  marine  plate  glass  and  he  was  blinded  in  both  eyes. 
The  interesting  note  about  this  incident  is  that  Captain  Hunt  was  serving  aboard 
this  vessel  because  the  United  States  allowed  Kuwait  to  place  its  oil  tanker  fleet, 
including  the  SEA  ISLE  CITY,  under  United  States  flag  to  receive  U.S.  Navy  pro- 
tection. Captain  Hunt  received  commendations  for  his  efforts  and  his  patriotism, 
and  he  remains  active  within  the  Masters,  Mates  &  Pilots  although  he  can  no  longer 
sail.  He  has  distinguished  himself  with  our  Organization  througn  his  activity  with 
grassroots  efforts  to  make  maritime  revitalization  a  reality. 

During  the  Desert  Shield/Desert  Storm  conflict,  the  foreign  crew  aboard  the 
EAGLE  NOVA,  a  German-flag  vessel  under  charter,  refused  to  sail  the  vessel  into 
the  war  zone.  The  vessel  and  its  strategic  cargo  had  to  be  turned  around  and 
offloaded  to  a  U.S.-flag  vessel  which,  with  its  United  States-citizen  crew,  sailed  into 
harm's  way,  no  questions  asked.  This  is  but  one  example;  however,  it  does  not  seem 
wise  for  our  national  security  to  be  predicated  on  a  wild  card. 
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During  Desert  Shield/Desert  Storm,  the  Masters,  Mates  &  Pilots  was  able  to  meet 
the  initial  Ready  Reserve  Fleet  call-up  in  the  span  of  one  normal  job  call — three 
hours.  At  the  height  of  the  Gulf  conflict,  however,  the  available  pool  of  civilian  mari- 
ners to  crew  government  ships  was  stretched  to  its  limit.  This  occurred  during  a 
moderate,  multi-national  effort — not  a  ftiU-scale  global  war  or,  as  is  currently  being 
considered  by  the  United  States  in  Bosnia,  a  stand  alone  effort.  What  this  highlights 
is  that  just  as  the  size  of  our  merchant  fleet's  ability  to  meet  defense  needs  is  cur- 
rently in  question,  so  is  the  ability  of  the  maritime  industry's  manpower  base  to  an- 
swer the  call. 

Given  present  trends  and  Maritime  Administration  estimates,  some  experts  sug- 

Sest  that  the  loss  of  Sea-Land  and  American  President  Lines  from  the  United  States 
lag  could  shrink  the  U.S.-flag  container  fleet  to  as  few  as  30  ships  by  2005.  This 
is  clearly  not  enough  to  maintain  an  adequate  pool  of  trained  seagoing  marine  per- 
sonnel able  to  meet  the  defense  needs  of  our  nation.  K  people  do  not  have  the  pros- 
pect of  steady  employment,  they  will  leave  the  industry  and  they  will  not  go  to  the 
trouble  or  expense  of  maintaining  their  marine  documents  or  their  ongomg  edu- 
cation. This,  Mr.  Chairman,  is  a  sad  fact. 

The  Masters,  Mates  &  Pilots  and  the  other  maritime  unions,  in  conjunction  with 
American-flag  steamship  companies,  created  maritime  training  facilities  which  are 
dependent  on  a  continuing  U.S.-flag  fleet  sufficient  to  defray  tne  cost  of  capital-in- 
tensive simulator  training.  In  most  of  the  developed  world,  the  flag  state  govern- 
ments provide  these  facilities  and  subsidize  the  training.  In  our  own  country,  the 
MM&P  perceived  a  need  to  train  its  men  and  women  to  meet  the  challenges  of  new 
and  evolving  shipboard  technologies.  There  was  nowhere  in  the  United  States  where 
our  members  could  receive  this  training. 

The  MM&Ps  training  program  began  in  1967  when  it  created  the  Maritime  Insti- 
tute of  Technology  and  Grachiate  Studies  (MITAGS)  to  prepare  unlicensed  personnel 
to  become  deck  officers  during  the  Vietnam  war.  'The  MM&P  started  this  training 
program  at  the  request  of  the  government  because  as  more  and  more  reserve  fleet 
ships  were  activated,  shortages  of  trained  crewmembers  delayed  ships  and  cargoes 
for  weeks  on  end.  As  the  war  dragged  on  to  its  ultimate  conclusion,  MITAGS'  mis- 
sion changed  from  training  individuals  to  successfully  pass  United  States  Coast 
Guard  examinations  as  deck  officers  to  preparing  all  of  our  members  to  meet  the 
challenges  of  the  fiiture.  Since  this  demonstration  of  the  ability  to  train  individuals 
to  become  competent  ship's  officers  and  crew  during  national  emergencies,  the  Mari- 
time Administration  and  the  Department  of  Defense  have  included  the  maritime 
unions'  training  capabilities  in  their  contingency  planning. 

What  allowed  the  steamship  companies  and  tne  unions  to  accomplish  this  task 
was  a  viable  if  not  vibrant  U.S.-flag  merchant  marine.  Without  a  suiiicient  number 
of  U.S.-flag  ships,  the  training  programs  of  the  MM&P,  and  most  likely  that  of  our 
sister  unions,  will  have  to  be  arastically  scaled  back  or  terminated.  Not  only  will 
a  trained  manpower  pool  be  lost  but  the  ability  to  train  and  upgrade  fiiture  genera- 
tions will  be  lost  as  well. 

To  permit  the  reflagging  of  these  twenty  vessels,  or  any  portion  of  them,  at  this 
time  would  be  disastrous.  It  would  set  the  precedent  and  open  the  floodgates  for 
every_U.S.-nag  vessel  to  begin  reflagging.  As  you  are  aware,  we  are  making  progress 
on  HR  2151  and  HR  2152  in  the  House  of  Representatives.  Together,  HR  2151  and 
HR  2152  will  provide  many  of  the  innovative  changes  U.S.-flag  liner  companies 
state  they  require  to  keep  their  vessels  sailing  under  the  U.S.  flag.  To  begin  disman- 
tling the  remaining  U.S.  fleet  now  would  make  these  eflbrts  moot. 

Just  one  week  ago,  on  July  29,  the  House  of  Representatives  made  its  stance  on 
this  matter  clear  when  it  approved  the  Maritime  Administration  Authorizations  bill 
containing  a  provision  adopted  by  a  382-40  vote  to  block  reflagging  through  Decem- 
ber 31,  1994.  The  statement  to  the  Administration  and  to  the  companies  from  the 
House  of  Representatives  is  clear:  Let  maritime  revitalization  efforts  have  a  chance. 

Until  they  filed  their  requests,  both  Sea-Land  and  American  President  Lines  stat- 
ed that  if  a  revitalization  plan  was  not  implemented  by  1995  they  would  have  to 
consider  foreign-flag  options.  We  agree  that  unless  corrective  action  is  taken  to  en- 
able American  flag  operators  to  compete  more  effectively  with  foreign  vessels,  this 
alternative  will  of  necessity  be  pursued.  Our  government  must  recognize  that  Amer- 
ican flag  vessels  do  not  operate  in  a  vacuum;  that  American  vessel  operators  do  not 
set  the  rules  applicable  to  international  shipping  but  instead  must  have  the  where- 
withal to  respond  to  various  foreign  incentives  and  practices.  Unless  the  United 
States  acts  to  minimize  the  current  economic  disadvantages  facing  American  vessel 
operators,  our  fleet  and  our  jobs  will  disappear. 

At  the  present  time,  we  believe  Sea-Land  and  American  President  Lines  are 
jumping  the  gun.  There  is  no  clear  and  convincing  evidence  that  either  company 
must  immediately  reflag  in  order  to  maintain  their  continued  economic  viability. 


39 

The  applications  filed  by  the  two  companies  are  under  Section  9  of  the  Shipping 
Act  of  1916,  as  amended.  The  legislative  history  of  the  Shipping  Act,  1916,  as 
amended,  (46  USC  808),  confirms  that  the  Act's  purpose  was  to  build  up  and  pre- 
serve the  United  States  merchant  marine.  The  preamble  to  the  Shipping  Act  of  1916 
states  that  the  purpose  of  the  Act  is  to  establish  a  United  States  Shipping  Board 
and  to  encourage,  develop  and  create  a  merchant  marine  to  meet  the  requirements 
of  the  commerce  of  the  United  States. 

While  debating  the  legislation  on  the  floor  of  the  United  States  Senate,  Senator 
Jones,  a  member  of  the  Senate  Commerce  Committee,  stated: 

"It  is  the  said  purpose  of  this  bill  to  build  up  an  American  merchant  marine; 
that  is  the  intention  of  those  who  press  it.  With  the  declared  purpose  and  with 
the  declared  intention  stated  no  one  can  be  in  disagreement  *  *  ♦  Everyone  is 
anxious  for  an  American  merchant  marine  *  *  *  Everyone  realizes  its  impor- 
tance to  every  industry  in  the  country  and  to  every  class  of  people  *  *  *  its  im- 
portance as  a  means  of  defense  in  cases  of  war,  its  importance  as  a  matter  of 
industrial  preparedness  cannot  be  questioned.  That  is  beyond  argument." 
In    1920,   when  Section  9  of  the  Shipping  Act,    1916   was   amended.  Congress 
reaffirmed  the  policy  set  forth  in  the  preamble  of  the  1916  Act.  The  Merchant  Ma- 
rine Act  of  1920  declared  it  was  necessary  for  the  national  defense  and  for  the  prop- 
er growth  of  the  U.S.  foreign  and  domestic  commerce  that  the  United  States  should 
have  a  merchant  marine  sufficient  to  carry  the  greater  part  of  its  commerce.  The 
declaration  of  policy  of  the  Merchant  Marine  Act  of  1920  states: 

"It  is  hereby  declared  to  be  the  policy  of  the  United  States  to  do  whatever 
may  be  necessary  to  develop  and  encourage  the  maintenance  of  such  a  mer- 
chant marine,  and,  insofar  as  may  not  be  inconsistent  with  the  expressed  provd- 
sion  of  the  Act,  the  United  States  Shipping  Board,  shall,  in  the  disposition  of 
vessels  and  shipping  property  *  *  *  keep  always  in  view  this  purpose  and  ob- 
ject as  the  primary  end  to  be  attained." 
The  legislative  intent  behind  Section  9,  however,  is  derived  from  the  overall  pur- 
poses of  the  Act  since  there  is  no  direct  legislative  history  on  Section  9.  Arguably, 
Section  9  was  created  for  routine  transfers,  and  nothing  in  it  speaks  to  the  extraor- 
dinary or  extreme  circumstances  or  consequences  we  now  face. 

Consequently,  we  supported  the  moratorium  amendment  to  HR  1964  and  believe 
such  Congressional  action  is  warranted  for  a  number  of  important  reasons: 

•  Section  9  as  presently  written  contains  no  requirements  for  notice  or  for  inter- 
ested and  afiected  parties  to  be  heard.  When  the  pending  applications  were  filed, 
maritime  labor  urged  Secretary  of  Transportation  Pena  and  the  Maritime  Adminis- 
tration to  hold  full,  public  evidentiary  hearings  on  the  potential  effects  of  approving 
the  applications.  Unfortunately,  the  carriers  rejected  this  suggestion,  arguing  in- 
stead for  rapid  action  on  their  applications.  We  continue  to  believe  the  potential  im- 
pact is  too  great  to  be  decided  without  a  full,  on-the-record  public  debate. 

•  Since  the  enactment  of  Section  9,  owners  of  United  States-flag  commercial  ves- 
sels have  known  that  they  do  not  have  the  absolute  freedom  to  dispose  of  their  prop- 
erty at  will  in  order  to  achieve  an  economic  benefit.  The  law  applies  even  in  the 
case  of  one  ship,  and  should  especially  apply  in  the  case  of  20  ships.  It  seems  clear 
to  us  that  since  Congress  put  the  original  restrictions  in  place,  it  has  the  right  and 
the  obligation  to  respond  to  applications  of  this  magnitude  and  to  delay  the  statute's 
implementation.  Congress  has  the  ri^t  to  guarantee  that  a  statute  which  envi- 
sioned the  routine  transfer  of  vessels  in  limited  circumstances  not  threatening  to  the 
national  security  would  not  be  used  to  efiectuate  the  dismantling  of  the  United 
States-flag  merchant  marine. 

•  The  approval  of  the  pending  applications  would  not  only  adversely  affect  the 
ongoing  eflbrt  to  revise  maritime  policy,  but  would  also  represent  an  administrative 
re-creation  of  our  industry.  Maritime  policy  should  not  be  rewritten  throu^  pro- 
forma  administrative  proceedings.  Rather,  policy,  when  changed,  should  be  changed 
by  Congress  through  the  normal  course  of  the  legislative  process.  In  this  way,  the 
policy  can  be  fashioned  to  uniformly  and  equitably  apply  to  all  similarly  affected 
parties. 

It  is  not  in  any  way  our  intention  to  weaken  or  damage  U.S.-flag  operators.  The 
livelihood  of  those  people  we  represent  is  directly  and  inextricably  tied  to  the 
strength,  size  and  competitiveness  of  these  companies.  Our  members  cannot  earn 
their  livelihood,  pay  bills,  put  food  on  the  table  or  provide  a  roof  for  their  families 
if  the  United  States  routinely  and  as  a  part  of  its  policy  allows  the  foreign  registry 
of  its  merchant  fleet. 

Senator  Breaux.  Mr.  Joseph. 
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STATEMENT  OF  JEROME  E.  JOSEPH,  EXECUTIVE  VICE 
PRESIDENT,  AMERICAN  MARITIME  OFFICERS,  AFL-CIO 

Mr.  Joseph.  Thank  you,  Mr.  Chairman,  M^  name  is  Jerry  Jo- 
seph, and  I  am  the  executive  vice  president  of  the  American  Mari- 
time Officers  Union.  I  am  representing  President  McKay,  who  re- 
grets his  inabiHty  to  be  here  this  morning. 

Before  I  start  I  would  Hke  to  applaud  both  you,  Mr.  Chairman, 
and  Senator  Lott,  for  your  opening  statements,  which  we  totally 
identify  with,  and  if  we  had  thought,  we  would  have  put  our  names 
on  those  same  statements. 

I  am  convinced,  or  our  organization  is  convinced,  that  if  there 
had  been  a  maritime  policy  in  place,  or  the  likelihood  of  one,  that 
this  hearing  would  not  be  necessary. 

Continued  uncertainty  as  to  our  Government's  commitment  to 
having  a  strong  U.S. -flag  industry  is  the  reason  U.S.  shipping  com- 
panies, such  as  these  two,  are  attempting  to  abandon  the  flag. 

APL  and  Sea-Land  are  not  AMO-contracted  companies,  but  we 
join  with  others  in  the  maritime  industry  to  participate  in  these 
hearings  because  the  entire  industry  will  oe  affected  bv  the  impact 
that  reflagging  will  have  on  the  overall  manpower  of  tne  U.S.  mer- 
chant marine. 

Public  policy  provides  that  the  United  States  should  foster,  and 
develop,  and  encourage  the  maintenance  of  a  strong  U.S. -flag  mer- 
chant marine  for  our  country's  national  defense. 

Under  current  procedures,  companies  wishing  to  reflag  simply 
make  application  to  the  Secretary  of  Transportation,  Under  certain 
circumstances,  where  one  vessel  is  involved,  then  the  procedures 
are  irrelevant. 

However,  when  a  few  companies  are  petitioning  to  reflag  out  as 
many  as  20  ships,  and  the  jobs  contained  therein,  then  we  must 
have  hearings  like  this  to  develop  a  proper  policy. 

It  is  not  necessary  for  me  to  repeat  all  the  military  and  economic 
arguments  and  supporting  facts  with  which  we  are  all  familiar  for 
the  continued  existence  of  a  strong  U.S. -flag  merchant  marine. 

I  will  say  that  no  matter  what  the  agreement  with  the  Marshall 
Islands  promises  in  terms  of  available  sealiflt,  the  final  determina- 
tion of  whether  or  not  the  vessel  is  available  to  the  military  in  a 
national  emergency  is  made  by  the  willingness  and  availability  of 
the  crew. 

If  non-American  crews  refuse  to  sail,  as  was  sometimes  the  case 
during  the  Persian  Gulf  conflict,  the  vessel  is  not  an  available  sea- 
lifl  asset. 

The  ultimate  action  in  eliminating  future  like  situations  is  to 
have  a  viable  national  maritime  policy  supporting  commercial  enti- 
ties upon  which  our  national  security  is  dependent.  Thank  you. 

Senator  Breaux.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Joseph  follows:] 

Prepared  Statement  of  Jerome  E.  Joseph 

My  name  is  Jerome  Joseph  and  I  am  the  Executive  vice  president  of  American 
Maritime  Officers,  AFL-CIO.  American  Maritime  officers  (AMO)  is  a  union  rep- 
resenting U.S.  Coast  Guard  licensed  navigation,  engineering  and  electronics  officers 
serving  on  U.S.-flag  merchant  vessels.  The  vessels  upon  which  our  members  serve 
are  engaged  in  the  international,  coastwise,  inland  waterway  and  Great  Lakes  mari- 
time trades  of  the  United  States. 
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While  I  am  pleased  to  appear  before  the  Subcommittee  on  Merchant  Marine  of 
the  Senate  committee  on  Commerce,  Science  and  Transportation  to  present  our 
views  on  the  recent  applications  of  some  U.S.-flag  vessel  operators  to  re-register 
their  vessels  in  the  Marshall  Islands,  I  am  convinced  that  had  a  definitive  maritime 
policy  been  in  place  or  the  likelihood  of  one  in  the  near  future,  there  would  be  no 
need  for  this  hearing.  Continued  uncertainty  as  to  our  government's  commitment  to 
having  a  U.S.-flag  fleet,  is  the  reason  U.S.  shipping  companies  are  attempting  to 
abandon  the  U.S.-flag. 

APL  and  Sea  Land  are  not  AMO  contracted  companies,  but  we  ioin  with  others 
in  the  maritime  industry  to  participate  in  these  hearings  because  tne  entire  indus- 
try will  be  affected  by  the  impact  the  re-flagging  will  have  on  the  overall  manpower 
01  the  U.S.  merchant  marine.  We  think  it  is  imperative  that  this  Subcommittee  con- 
sider the  following: 

1)  How  will  this  re-flagging  affect  the  manpower  pool  of  licensed  and  unli- 
censed merchant  mariners  available  to  man  the  vessels  serving  as  a  naval  and 
military  auxiliary  in  time  of  war  or  national  emergency? 

2)  How  will  this  re-flagging  affect  the  ability  of  the  Department  of  Defense 
to  meet  its  sealiil  requirements  around  the  world  during  a  period  of  war  or  na- 
tional emergency? 

In  order  to  answer  those  questions,  it  must  be  remembered  that  this  Congress 
and  preceding  Congresses  have,  since  1936,  invested  the  tax  dollars  of  American 
citizens  in  the  U.S.-nag  merchant  marine  to  meet  the  clear  public  policy  enunciated 
in  the  1936  Merchant  Marine  Act's  "Declaration  of  Policy".  Li  short,  that  public  pol- 
icy provides  that  the  United  States  should  foster  the  development  and  encourage 
the  maintenance  of  a  U.S.-flag  merchant  marine  for  our  country's  national  defense. 
(See  46  App.  U.S.C.  1101). 

Under  current  procedure,  companies  wishing  to  re-flag  simply  make  application 
to  the  Secretary  of  Transportation.  (See  Section  9(c)  of  the  Shipping  Act,  1916  (46 
App.  U.S.C.  880).  American  Maritime  Officers  objects  to  the  current  transfer  of  reg- 
istry procedures  because  in  situations  such  as  this,  they  do  not  meet  modem  tests 
of  administrative  procedure  for  the  execution  of  a  major  government  poUcy  in  that: 

1)  Notice  of  the  proposed  transfer  of  the  vessels  to  a  foreign  register  is  slight 
and  perfunctory. 

2)  Interested  parties  to  the  transfer — including  Congress — are  not  treated 
uniformly  in  terms  of  presenting  their  views  to  the  Secretary  on  the  proposed 
transfer. 

3)  It  is  not  clear  whether  the  Secretary  is  provided  with  a  mechanism  to  con- 
vene an  evidentiary  hearing  on  the  proposed  transfer,  or  granted  the  power  to 
subpoena  books,  records  or  witnesses  to  assist  in  making  the  transfer  deter- 
mination. 

4)  There  is  no  requirement  that  the  Secretary  provide  written  particulars  to 
accompany  his  decision  on  the  transfer  specifying  the  economic,  military  or  en- 
vironmental impact  of  such  a  transfer,  or  reasons  for  not  granting  the  petition. 

5)  There  is  no  procedure  to  appeal  the  Secretary's  decision  on  the  vessel 
transfer  petition. 

Under  circumstances  where  one  vessel  is  being  are-flagged  and  the  impact  of  that 
transfer  is  negligible,  current  administrative  procedures  are  perhaps  of  no  con- 
sequence. However,  when  two  companies  are  petitioning  to  re-flag  as  many  as  20 
vessels  which  will  have  an  obvious  impact  on  our  country's  sealifi  capabilities,  we 
think  it  is  necessary  for  the  Secretary  and  Congress  to  determine  exactly  what  that 
impact  will  be,  and  how  to  make  up  any  shortfalls  in  sealift  capability  and  man- 
power availability.  Decisions  concerning  national  defense  and  the  development  of 
the  foreign  and  domestic  commerce  are  important  and  should  not  be  the  product  of 
an  ambiguous  administrative  procedure.  Evidentiary  hearings  to  address  the  im- 
pact, if  any,  on  overall  sealift  needs  are  absolutely  necessary. 

We  ask  that  this  Subcommittee  give  serious  consideration  to  the  recent  amend- 
ment to  H.R.  1964,  The  Maritime  Administration  Authorization  Act  for  FY  1994, 
passed  in  the  House  which  provides: 

"Notwithstanding  any  other  provision  of  law,  the  Secretary  of  Transportation 
may  not  approve  the  transfer  of  a  United  States-documented  oceangoing  mer- 
chant vessel  that  is  of  3,000  gross  tons  or  more  (or  that  type  of  a  vessel  the 
last  documentation  of  which  was  under  the  laws  of  the  United  States)  to  a  for- 
eign registry  under  Section  9(c)  of  the  Shipping  Act,  1916  (46  App.  U.S.C.  808) 
through  December  31,  1994." 
We  ask  that  you  support  this  amendment  and  that  a  new  administrative  proce- 
dure be  put  in  place. 

Formal  studies  and  Presidential  Commissions  and  indeed  the  public  warnings  of 
many  of  the  Senators  on  this  Subcommittee  have  failed  to  elicit  from  policy  makers 
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a  determination  to  maintain  a  commercial  U-S.-flag  merchant  marine.  It  should  not 
be  necessary  for  me  to  repeat  all  the  military  and  economic  arguments  (and  support- 
ing facts)  with  which  we  are  all  familiar  for  the  continued  existence  of  an  American 
flag  merchant  marine.  1  wiU  say  that  no  matter  what  the  agreement  with  the  Mar- 
shall Islands  promises  in  terms  of  available  sealift,  the  final  determination  of 
whether  the  vessel  is  available  to  the  military  in  a  national  emergency  is  made  by 
the  willingness  and  availability  of  the  crew.  If  the  non-American  crew  refuses  to 
sail,  as  was  sometimes  the  case  during  the  Persian  Gulf  conflict,  the  vessel  is  not 
an  available  sealiil  asset. 

The  big  qruestion  in  considering  re-flagging  petitions  from  APL  and  Sea  Land  is: 
What  would  the  transfer  of  20  vessels  from  the  U.S.-flag  do  to  the  supply  of  avail- 
able mariners  and  what  impact  will  the  transfer  have  on  the  entire  government  and 
privately  operated  maritime  educational  infrastructure. 

The  ultimate  action  in  eliminating  future  like  situations,  is  to  have  a  viable  Na- 
tional Maritime  Policy  supporting  commercial  entities  upon  which  national  security 
is  dependent. 

Senator  Breaux.  Next  we  will  hear  from  Mr.  Ward.  Mr,  Ward. 

STATEMENT  OF  GORDON  WARD,  PRESmENT,  DISTRICT  1— 
MARINE  ENGINEERS  BENEFICIAL  ASSOCIATION 

Mr.  Ward.  Thank  you,  Mr.  Chairman.  First  of  all,  I  want  to  say 
we  really  appreciate  the  subcommittee  having  this  hearing. 

I  certainly  appreciate  the  chairman's  comments  earlier,  and  Sen- 
ator Lott's  comments.  I  have  submitted  a  written  statement  and  a 
written  summary,  also.  I  believe  that  pretty  much  echoes  all  the 
other  statements  that  we  have  heard  here  previously  today. 

But  I  would  like  to  just  make  a  few  verbal  comments  here.  First 
of  all,  I  represent  the  oldest  maritime  union  in  the  United  States, 
the  National  Marine  Engineers  Beneficial  Association  and  its  Dis- 
trict No.  1— MEBA. 

But  I  think  I  speak  for  all  the  other  unions  here  today,  when  I 
say  that  we  are  not  here  mainly  for  our  own  imions'  parochial  in- 
terests, and,  indeed,  for  our  industry,  but  for  what  we  believe  is 
best  for  this  country. 

I  think  it  is  instructive  that  all  past  administrations,  from 
George  Washington  onward,  have  done  whatever  is  necessary  to 
ensure  a  maritime  policy  to  ensure  a  viable  U.S.-flag  merchant  ma- 
rine. 

And  why  did  they  do  this?  Well,  obviously,  as  everybody  said 
here  today,  for  the  military  security  of  our  country,  and  also  for 
economic  security. 

On  that — about  economic  security — I  would  just  like  to  add  that 
I  think  it  was  mentioned  here  earlier  today,  but  it  is  certainly  be- 
lievable to  me  that  if  the  United  States  has  no  presence  in  world 
maritime  commerce,  and  other  countries  do,  there  is  a  great  pro- 
pensity for  foreign  cartels  to  control  maritime  commerce,  and  I  can- 
not believe  that  American  manufacturers  and  American  exporters 
would  be  treated  fairly  in  the  long  run. 

Eventually,  our  exporters  and  manufacturers  will  be  at  a  serious 
disadvantage.  And  as  mentioned  by  I  think  all  of  the  Senators 
speaking  here  today,  and  previous  panelists  here  today,  this  whole 
dilemma  we  are  involved  in  here  seems  to  be  budget-driven. 

Apparently,  the  people  on  one  side  of  this  issue  seem  to  think  we 
are  going  to  save  the  Grovernment  a  lot  of  money,  but  as  most  of 
you  nave  mentioned  here  before,  it  is  kind  of  dubious  as  to  how 
much  we  are  really  going  to  save. 
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In  fact,  I  believe  it  was  you,  Senator  Lott,  who  said  that  there 
might  even  be  positive  economic  benefits  from  the  money  we  invest. 
And  I  certainly  believe  that. 

Now,  what  are  the  Government's  options?  Well,  the  Government 
can  take  a  complete  laissez  faire,  hands-off  approach,  and  just  do 
nothing.  I  would  like  to  make  a  simple  analogy. 

I  mean  is  the  Government  going  to  do  this  for  all  basic  indus- 
tries? When  any  serious  basic  industry,  like  maybe  agriculture,  the 
airlines,  steel,  if  they  are  faced  with  the  prospect  of  going  to  zero, 
would  this  Government  sit  by  and  do  nothing,  or  would  this  Gov- 
ernment say,  "Hey,  we  have  to  have  a  minimal  presence  in  these 
basic  industries"? 

Now,  the  other  option  is,  as  Senator  Mikulski  stated  quite  elo- 
quently, that  the  Gk)vernment,  industry,  and  labor  should  get  in- 
volved in  a  partnership,  in  a  cooperative  venture,  to  do  what  is  nec- 
essary to  preserve  this  basic  industry,  the  U.S.-flag  merchant  fleet. 

I  believe  the  latter  option  is  the  correct  one  for  our  Government. 
And  I  think  it  is  obvious  that  a  lot  of  other  countries  agree,  because 
it  seems  that  that  is  what  other  countries  are  doing. 

They  are  doing  things  in  cooperative  ventures,  to  ensure  that 
thev  have  a  shipbuilding  capability  and  a  ship  operating  capability, 
and  I  believe  that  is  what  we  should  do. 

How  do  we  do  it?  Well,  we  have  been  sitting  here  this  year  think- 
ing the  administration  was  going  to  do  it  until  just  recently. 

During  the  1992  election,  we  neard  all  kinds  of  comments  about 
change,  that  the  Government  was  going  to  do  things  to  ensure 
high-paying,  high-productive  jobs. 

I  guess  we  were  mistaken,  but  I  thought  maybe  they  were  talk- 
ing about  us.  But  that  does  not  seem  to  be  the  case  right  now. 

But  we  have  the  administration,  and  we  have  the  Congress,  and 
I  would  simply  ask  that  the  Congress  does  not  wait  for  the  admin- 
istration. I  hope  the  administration  can  come  through,  too,  but  I 
hope  the  Congress  can  go  forward  and  do  what  is  right  now  for  this 
country.  Thank  you. 

[The  prepared  statement  of  Mr.  Ward  follows:] 

Prepared  Statement  of  Gordon  M.  Ward 

Thank  you  for  inviting  me  to  be  here  today,  and  1  want  to  thank  you  and  the 
Committee  for  holding  this  hearing.  The  subject  is  urgent,  and  it  is  of  great  impor- 
tance to  our  members  and  our  nation. 

As  you  know,  requests  to  reflag  vessels  from  the  U.S.-flae  fleet  routinely  come  be- 
fore the  Maritime  Administration.  The  requests  before  the  Maritime  Administration 
from  Sea-Land  and  American  President  Lines  are,  however,  an3rthing  but  routine. 
They  are  for  twenty-six  vessels — twenty  of  our  fleet's  most  modem  and  capable  ves- 
sels and  six  additional  vessels  to  be  constructed  in  the  near  future. 

Not  only  is  the  size  of  these  reflagging  requests  unprecedented,  but  these  applica- 
tions, if  approved,  would  signal  a  major  change,  as  well,  in  American  maritime  pol- 
icy and  our  merchant  marine.  In  short,  they  could  lead  to  the  end  of  our  U-S.-uag 
fleet. 

Now  many  ask:  is  a  U.S.  merchant  marine  really  necessary?  Why  not  just  let  the 
ships  go  under  a  foreign-flag? 

I  would  answer  that,  for  economic  and  military  reasons,  we  must  maintain  our 
merchant  marine. 

Economically,  a  merchant  fleet  has  always  been  important  to  any  great  power.  It 
is  particularly  important  to  our  nation  that  not  only  is  the  largest  single  economy 
of  the  world  but  which  also  is  a  great  crossroads  of  trade  and  commerce — with  four 
coastlines.  Our  economic  competitors  in  Asia  certainly  take  their  merchant  marine 
capabilities  seriously.  Japan,  for  example,  today  carries  60  percent  of  its  imports 
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and  35  percent  of  its  exports  on  its  own  ships.  We  carry  only  4  percent  of  our  ex- 
ports and  imports.  Given  the  size  and  importance  of  our  economy,  this  percentage 
18  paltry,  to  say  the  least.  But  our  presence  still  helps  keep  the  foreign  competition 
honest,  gives  us  a  place  at  the  table,  and  provides  American  carriers  for  American 
products.  Without  tnis  presence,  we  would  oe  hostages  to  foreign  economic  competi- 
tion. 

We  simply  cannot  expect  the  shipping  lines  of  our  strongest  economic  competitors 
to  give  our  products  the  same  preference  and  service  they  give  to  the  products  of 
their  own  country — once  they  control  entirely  the  means  of  delivery.  That  would  be 
naive  at  best  and  irresponsible  at  worst.  Current  efforts  to  boost  the  competitiveness 
of  American  export  products  require  a  viable  U.S.-flag  sea  transportation  alter- 
native. Hirfi  quality,  nigh  value  export  products  cease  to  be  competitive  when  they 
are  not  deuvered  on  time.  We  must  not  imperil  the  economic  security  of  this  nation 
by  allowing  our  merchant  fleet  to  be  dismantled  at  the  same  time  a  new  world  eco- 
nomic order  is  emerging. 

This  U.S.-flag  fleet  is  also  an  investment  in  the  industrial  base  of  America  that 
we  cannot  afford  to  let  wither  awav.  Once  gone,  it  will  never  be  replaced.  This  U.S.- 
flag  fleet  means  25,000  defense-related  jobs  for  Americans.  1  represent  thousands  of 
hi^ly-trained  merchant  marine  officers  with  years  of  education,  training  and  expe- 
rience. They  are  national  industrial  assets  far  more  valuable  and  difficult  to  replace 
than  mere  vessels.  Yet  they  too  will  be  lost  to  our  nation  if  the  vessels  they  sail 
on  are  sent  abroad  on  a  one-way  voyage.  Our  merchant  marine  industrial  base  also 
means  jobs  in  shipyards  where  these  vessels  are  repaired.  And  it  means  tens  of 
thousands  more  shoreside  jobs  that  support  maritime  operations  or  that  benefit 
from  our  maritime  assets. 

This  U.S.-flag  fleet  keeps  American  dollars  at  home,  circulating  in  our  economy 
instead  of  flowing  out  to  enrich  the  subsidized  fleets  and  industrial  cartels  of  our 
foreign  competitors. 

For  our  national  defense,  our  American  merchant  marine  is  also  a  vital  asset — 
entirely  under  our  control.  This  control  will  be  lost  if  the  ships  are  reflagged  abroad, 
no  matter  how  friendly  the  flag.  It  is,  after  all,  not  the  owner  that  sails  a  ship  but 
its  crew. 

For  example,  during  the  Persian  Gulf  War  the  officers  and  crew  of  an  APL 
foreign4lag  feeder  vessel,  the  Eagle  Nova,  refused  to  enter  the  Gulf  because  of  the 
threat  of  conflict.  Its  cargo  had  to  be  carried  in  by  an  American-flag  vessel  of  APL, 
the  President  Buchanan.  What  will  happen,  Mr.Qiairman,  when  there  are  no  more 
President  Buchanan's  ready  to  do  the  job? 

This  was  not  the  only  incident.  Japanese  crews  refused  to  sail  to  the  Gulf  in  the 
first  weeks.  Can  we  afford  to  risk  such  a  delay  in  the  future?  Even  the  crew  of  a 
vessel  of  one  of  the  nations  we  were  defending,  the  United  Arab  Emirates,  refused 
to  enter  the  Gulf.  This  took  place  in  January  1991,  with  our  military's  coalition  fully 
in  place,  the  air  war  underway,  and  critical  vehicles  needed  for  the  ground  war 
troops  on  board  this  vessel.  1  ask,  Mr.  Chairman,  can  we  risk  this  kind  of  behavior 
on  any  scale  in  the  future  when  the  need  might  be  even  more  urgent  and  the  coali- 
tion of  worldwide  support  nowhere  near  as  extensive? 

It  is  not  enough  to  have  a  few  reserve  and  fast  sealift  ships  under  the  U.S.  flag. 
Even  these  government-controlled  ships  require  crews,  and  the  best  and  most  effi- 
cient way  to  provide  them  is  through  the  commercial  private  sector  merchant  ma- 
rine manpower  pool.  But  once  that  pool  is  gone,  to  whom  do  you  turn? — Certainly 
not  to  two-week  reservists  in  desk  jobs  ashore  for  50  weeks  of  the  year. 

The  U.S.-flag  fleet  today  provides  some  360  active  liner  and  bulk  vessels,  all  of 
which  are  immediately  available  to  serve  our  nation's  military  interests.  They  will 
not  have  to  be  requisitioned  from  abroad.  They  will  not  bed.the  subject  of  weeks  of 
negotiations  while  the  State  Department  tries  to  get  them  back.  We  will  not  have 
to  send  our  Navy,  which  may  have  other  far  more  urgent  tasks  and  which  wiU  be 
only  half  its  present  size  in  the  future,  to  retrieve  them.  And  there  will  be  no  ques- 
tion that  ttie  crews  will  be  loyal  and  ready  to  serve  as  they  have  in  every  conflict 
since  our  nation  began. 

So  1  begin  with  the  premise  that  America  needs  a  strong  U.S.-flag  merchant  ma- 
rine. Indeed,  our  position  is  that  it  is  not  in  the  national  interest  to  permit 
reflagging  on  the  scale  proposed  by  APL  and  Sea-Land  combined. 

But  while  we  are  opposed  to  the  Sea-Land  and  APL  applications,  we  also  recog- 
nize that  Section  9  of  the  Act  gives  them  the  right  to  petition  MARAD  to  reflag, 
and  MARAD  must  either  grant  or  deny  their  request.  However,  because  of  the  broad 
implications  of  this  reflagging,  there  should  be  no  quick  decision. 

National  defense  considerations  alone  should  dictate  against  hasty  action.  After 
all,  one  of  the  policies  of  the  Merchant  Marine  Act  of  1936  is  to  have  a  merchant 
marine  as  a  fourth  arm  of  defense.  In  view  of  the  on-going  study  of  the  Department 
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of  Defense,  it  would  seem  premature  for  MARAD  even  to  consider  these  applications 
until  it  has  the  results  of  the  DOD  study  before  it. 

Furthermore,  because  the  reflagging  issue  has  major  economic  impUcations  as 
well,  it  should  be  examined  comprehensively.  When  the  DOD  study  is  released, 
MARAD  should  then  hold  an  on-the-record  evidentiary  hearing  to  explore  fully  all 
the  issues  involved  in  the  determination  it  must  make.  This  should  include  the  com- 
bined impact  of  the  Sea-Land  and  APL  petitions  on  the  purposes  and  policies  of  the 
Act.  In  an  evidentiary  hearing  on  the  record,  MARAD  will  not  be  able  to  consider 
anything  that  has  not  been  introduced  into  evidence.  Its  decision  must  be  based  ex- 
clusively on  that  evidence.  And  all  parties  will  have  an  opportunity  to  rebut  any- 
thing that  is  introduced  into  evidence.  Such  a  proceeding  will  also  establish  a  record 
which  a  court  wiU  be  able  to  review  to  determine  if  MARAD's  ultimate  decision  is 
consistent  with  the  purposes  and.  policies  of  the  Merchant  Marine  Act. 

There  can  be  no  douDt  that  operation  under  the  U.S.  flag  by  SeaLand  and  APL 
has  served  the  purposes  and  policies  of  the  Merchant  Marine  Act  of  1936,  because 
furthering  its  objectives  is  the  statutory  reason  that  their  fleets  for  decades  received 
valuable  privileges  such  as  cargo  preference  and,  in  the  case  of  APL,  operating  and 
construction  subsidies.  Clearly  then,  the  criteria  for  Section  9  approval  to  re4lag  a 
substantial  part  of  our  two  largest  liner  fleets  ought  to  take  into  account  the  impact 
on  the  purposes  and  policies  of  the  Act.  Otherwise,  the  requirement  of  DOT  ap- 
proval under  Section  9  is  a  meaningless  requirement,  because  there  are  no  other 
criteria  in  the  Act  to  guide  MARAD  in  making  its  decision  to  approve  or  disapprove. 

On  previous  occasions,  the  courts  have  rejected  attempts  by  DOT  to  predicate  its 
decisions  under  the  Merchant  Marine  Act  on  factors  such  as  "economic  efficiency", 
"use  of  unemployed  resourcesll,  llincreased  competition",  "de-regulation",  and 
"competitive  forces  of  the  maricet",  rather  than  on  the  express  objectives  of  the  Mer- 
chant Marine  Act.  (independent  U.S.  Tanker  Owners  Committee  v.  U.S.  Department 
of  Transportation.  809  F2d  847  (1987)). 

I  want  to  stress  again  that  these  reflagging  applications  have  major  policy  rami- 
fications. We  are  not  talking  about  a  one-shot  deal  re4lagging  under  Section  9.  Peti- 
tions to  re-flag  the  odd  vessel  usually  will  not  affect  the  purposes  and  policies  of 
the  Merchant  Marine  Act;  nevertheless,  even  in  those  cases  the  law  requires 
MARAD's  permission.  In  today's  case,  however,  Sea-Land  and  APL  are  proposmg  to 
re4lag  on  a  scale  of  unprecedented  magnitude.  Obviously,  the  probabilities  are  much 
greater  that  the  purposes  and  policies  of  the  Act  will  be  affected  by  such  a  wholesale 
departure  from  the  U.S.-llag.  MARAD  therefore  must  more  closely  scrutinize  and 
evaluate  the  effect  of  such  departures  on  the  purposes  and  policies  of  the  Act. 

Sea-Land's  application  and  APL's  application  also  must  be  considered  as  one  by 
MARAD  in  assessing  the  impact  on  the  purposes  and  policies  of  the  Act,  because 
their  combined  impact  is  greater  than  the  impact  of  each  application  considered 
apart  from  the  other. 

I  have  stressed  the  importance  of  a  complete  and  comprehensive  examination  of 
all  the  implications  of  these  reflagging  applications,  because,  Mr.  Chairman,  we  be- 
lieve their  approval  would  be  tantamount  to  abandoning  America's  merchant  marine 
and  a  vital  element  in  our  national  security  and  economic  welfare.  It  would  send 
a  clear  signEil  to  our  industry,  to  those  who  work  in  it,  and  to  those  who  would  in- 
vest in  it,  that  the  United  States  has  decided  not  to  have  a  merchant  fleet.  Other 
companies,  1  believe,  will  follow  Sea-Land  and  APL  rapidly.  Our  industry  will  lose 
what  1  would  call  its  critical  mass.  No  one  should  be  under  any  illusion  that  the 
maritime  programs  that  maintain  the  rest  of  our  fleet,  such  as  the  Jones  Act,  cargo 
preference,  and  Title  XI  for  shipbuilding  loans,  will  survive  for  long  if  this  reflagging 
goes  forward. 

These  appUcations  are  about  twenty-six  vessels,  and  much  more.  They  are  about 
our  entire  merchant  marine,  the  many  skilled  and  irreplaceable  jobs  that  go  with 
it,  and  the  impact  on  our  nation's  economy  and  defense.  They  cannot  and  must  not 
be  treated  as  routine  business. 

In  addition  to  requesting  a  full  hearing  concerning  these  applications,  our  overall 
position,  as  I  noted  earlier,  is  that  we  strongly  oppose  these  reflagging  applications. 
We  urge  that  they  be  put  on  hold  for  at  least  a  year  while  we  all — operators,  labor, 
the  Executive  Branch,  and  the  Congress  work  to  find  a  solution  that  will  make 
these  applications  unnecessary.  In  this  connection,  I  wholeheartedly  support  the 
language  that  the  House  has  passed  overwhelmingly  in  its  version  of  the  Maritime 
Administration's  FY94  authorization  bill.  This  imposes  a  one-year  moratorium  on 
reflagging  applications  in  order  to  give  us  all  time  to  come  up  with  a  solution  that 
rebuUds— instead  of  abandons— the  U.S.  flag  liner  and  bulk  fleet— without  losing 
jobs  and  ships  while  we  get  the  job  done.  Indeed,  in  our  view,  since  the  House  has 
passed  this  legislation  and  the  matter  is  now  before  the  Senate,  MARAD  should  not 
consider  these  two  petitions  until  the  matter  has  come  to  rest  legislatively. 
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I  should  note  that  both  APL  and  Sea-Land  have  indicated  they  would  reconsider 
their  decision  to  flag  out  if  a  meaningful  maritime  reform  program  were  actually 
developed  and  enacted  into  law.  In  this  effort,  we  want  to  work  with  U.S.-flag  ship 
operators  to  create  a  program  that  can  strengthen  our  industry  for  everyone.  Such 
an  effort  will  be  far  more  productive  and  conducive  to  the  kind  of  unity  and  coopera- 
tion that  is  essential,  if  these  reflagging  applications  are  not  hanging  over  the  pro- 
ceedings on  a  day-by-day  basis.  I  know,  Mr.  Chairman,  that  maritime  labor  is  unit- 
ed on  tnis  point  of  view. 

We  are  also  united  as  to  the  urgency  of  maritime  reform.  We  recognize  that  no 
reform  plan  will  be  perfect,  but  we  hope  that  we  can,  as  an  industry,  with  the  sup- 

{)ort  and  leadership  of  the  Congress,  craft  a  solution  that  provides  enough  incentive 
or  everyone  to  get  on  board.  We  intend  to  devote  all  our  energies  to  this  undertak- 
ing. 

A  key  player  in  this  must  be  the  Administration.  In  this  regard,  we  are  encour- 
aged that  resident  Clinton  has  reconsidered  the  decision  of  some  of  his  subordi- 
nates not  to  seek  maritime  reform  this  year  and  is,  at  least,  weighing  various  op- 
tions. 

Some  will  say  that  revitalizing  our  merchant  marine  costs  too  much,  would  re- 
spond that  it  is  a  cost-effective  investment  in  American  jobs,  American  skills,  and 
in  the  American  economy. 

Most  cost  estimates  for  a  maritime  reform  program  run  about  $200-$225  million 
to  keep  approximately  100  vessels  under  the  U.S.-flag.  But  as  1  pointed  out  earlier, 
it  is  really  the  key  to  our  entire  fleet — so  the  impact  will  be  far  greater  than  100 
ships. 

Of  that  $200  million,  approximatelv  half  will  come  back  immediately — the  same 
year — to  the  government  in  individual  and  corporate  income  taxes.  That  means  that 
it  is  really  $100  million  dollars  for  100  ships — one  third,  1  emphasize,  one  third  the 
cost  of  each  planned  new  government-owned  fast  sealiit  ship.  That,  to  me,  is  cost 
effective. 

But  the  true  payback  to  our  economy  is  far  greater — in  terms  of  corporate  invest- 
ments, ripple  enects  in  other  sectors  (which  also  generate  tax  revenues),  and  re- 
duced trade  deficits.  In  fact,  the  benefit  of  the  government's  investing  in  our  mer- 
chant marine  will,  1  believe,  be  a  plus  for  our  economy — far  more  dollars  back  than 
what  we  are  asking  the  government  to  put  in. 

Mr.  Chairman,  the  issue  is  not  cost.  It  is  will. 

Do  we  have  the  will  to  act?  Do  we  all  who  care  for  this  industry,  who  work  in 
it,  who  know  its  importance  to  our  nation,  have  the  will  to  construct  a  new  program 
that  can  create  a  U.S.-flag  fleet  for  the  year  2000  and  decades  beyond? 

I  pledge  the  support  o?  our  union  and  its  members  to  such  an  effort.  The  time 
is  late.  We  must  act  now,  lest  on  our  watch  we  witness  the  Americam4lag  fleet  sent 
abroad  forever. 

Our  merchant  marine,  a  vital  national  asset,  should  be  strengthened,  not  dis- 
carded. What  Sir  Walter  Raleigh  said  almost  four  hundred  years  ago  has  remained 
true  down  through  centuries:  Whosoever  commands  the  sea  commands  the  trade; 
whosoever  commands  the  trade  of  the  world  commands  the  riches  of  the  world,  and 
consequently  the  world  itself." 

We  must  act  decisively.  We  are,  after  all,  the  world's  only  remaining  superpower. 
We  have  a  heritage  too  proud  and  responsibilities  too  great  for  our  economic  and 
military  needs  ever  to  be  nostage  to  interests  other  than  our  own. 

Thank  you,  Mr.  Chairman. 

Senator  Breaux.  Thank  you  very  much,  Mr.  Ward,  and  I  thank 
all  the  members  of  the  panels.  It  is  really  historic  that  we  have  the 
leaders  of  all  the  representatives  here  speakine  really  with  one 
voice.  I  think  that  is  very  important.  Let  me  ask  Senator  Lott  to 
go  first. 

Senator  LoTT.  Thank  you,  Mr.  Chairman.  I,  too,  want  to  thank 
this  panel  for  your  statements.  I  have  enjoyed  them  very  much, 
and  certainly  I  share  your  feelings. 

I  want  to  emphasize  again  that  to  me  that  this  is  not  a  partisan 
issue  at  all.  I  was  prepared  to  pass  legislation  last  year,  rolling  the 
administration,  if  we  nad  to,  but,  of  course,  we  need  the  adminis- 
tration on  board,  no  matter  who  is  in  the  White  House. 

I  have  made  the  statement  in  this  room  before,  I  remember,  20 
years  ago,  1972,  there  was  a  candidate  for  President  talking  about 
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the  need  for  maritime  reform,  and  we  were  going  to  rebuild  Amer- 
ican maritime. 

And  I  was  all  excited,  and  cheered.  And  I  remember  Congress- 
man Jack  Edwards  from  Mobile.  I  do  not  know  if  you  remember 
Jack,  from  my  hometown,  made  a  speech  about  that. 

Well,  here  we  are  20  years  later,  several  administrations  later, 
Democratic  and  Republican,  and  we  do  not  have  the  results.  We 
have  continued  to  lose  ground  and  dwindle  away.  So,  I  am  willing 
to  work  with  anybody  and  everybody  to  find  the  solution  to  this 
problem. 

I  believe  we  really  should  approach  this  as  a  crisis,  that  we  need 
to  act,  we  need  to  do  it  now.  So,  I  hope  that  we  can  get  cooperation 
from  the  new  administration. 

They  have  looked  at  it,  and  have  backed  away  from  it.  I  under- 
stand that  maybe  the  President  has  indicated  he  wants  to  revisit 
that  issue.  And  so  that  is  my  first  question  to  any  of  you  that 
might  respond.  Perhaps  all  of  you  were  there. 

I  understand  that  the  labor  leaders  were  meeting  with  the  Presi- 
dent about  maritime  reform.  What  commitments  did  he  make?  Can 
any  of  you  enlighten  me  on  that? 

I  mean  you  gentlemen,  some  of  you,  and  the  people  you  rep- 
resent, should  be  able  to  have  an  influence  on  any  President,  and, 
hopefully,  this  President. 

Are  there  signs  that  maybe  we  can  get  this  thing  up  and  going 
again? 

Mr.  Sacco.  Senator,  I  did  meet  with  the  President  of  the  United 
States  in  the  Oval  Office,  with  the  president  of  the  AFL-CIO,  Lane 
Kirkland. 

We  had  about  a  25-minute  meeting,  and  we  discussed  maritime. 
My  opinion,  when  I  walked  away  from  that  meeting,  was  that  he 
believes  in  a  U.S.-flag  merchant  marine,  he  believes  we  need  it  for 
our  national  defense. 

And  he  said  that  he  would  support  us  in  the  maritime  program. 
That  is  the  feeling,  that  is  exactly  what  he  said. 

He  also  asked  me  to  contact  Senator  Breaux,  which  I  did,  I  do 
not  know  what  took  place  after  that,  if  they  have  had  any  discus- 
sions or  anything  since  then.  He  said  that  he  would  like  to  sit  down 
with  Senator  Breaux  and  go  over  the  program. 

I  met  with  Senator  Breaux,  and  delivered  the  message,  and  I  am 
sure  that  the  chairman  has  been  in  contact  since  with  the  Presi- 
dent. I  do  not  know  what  has  taken  place  since  then. 

Senator  LOTT.  Well,  let  me  just  conclude,  since  the  chairman — 
[Laughter.] 

We  want  to  hear  from  John.  [Laughter.] 

Mr.  Sacco.  Well,  I  did  not  mean  to  dump  it  in  your  lap,  but — — 

Senator  LoTT.  Well,  perhaps,  it  is  best  to  go  forward.  That  is 
what  I  would  like  for  us  to  do.  I  want  to  assure  all  of  you  that  my 
preference  is  for  us  to  put  together  a  package  and  move  it  all  of 
this  subcommittee,  out  of  the  full  committee,  and  into  the  full  Sen- 
ate, and  let  us  get  it  started.  We  can  have  amendments.  We  have 
worked  with  this  administration. 

I  am  sure  we  will  have  opposition  when  we  get  to  the  floor  of  the 
Senate  from  some  quarters,  but  I  just  think  it  is  so  vital,  that  I  am 
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prepared  to  try  to  get  together  a  consensus  package  and  move  it 
forward. 

And  we  want  to  work  with  you  gentlemen,  certainly,  in  that  ef- 
fort. And  we  will  look  forward  to  doing  it  later  on  this  year. 

Senator  Breaux.  Thank  you.  Senator  Lott.  Let  me  follow  up  on 
Senator  Lott's  questions.  I  think  that  there  is  no  question  that 
there  is  a  commitment  on  behalf  of  this  President  to  follow  up  with 
recommendations  for  maritime  reform  that  continues  to  keep  the 
U.S.-flag  companies  in  this  country,  and  employing  U.S.  mariners 
on  our  ships,  and  that  that  has  to  happen  in  order  to  make  sure 
that  we  have  a  strong  response  to  defense  emergencies,  through 
having  a  U.S.  maritime  fleet  available. 

Unfortunately,  after  leaving  the  Oval  Office,  where  Mr.  Sacco 
met  with  the  President,  I  am  concerned  that  every  step  below  the 
President  gets  weaker,  and  weaker,  and  weaker,  and  it  becomes 
less  important  at  each  level  that  it  goes  down. 

And  as  we  all  know,  most  things  in  Washington,  from  a  policy 
standpoint,  as  far  as  particulars  are  concerned,  come  from  the  bot- 
tom, by  the  people  who  have  been  there  for  long  periods  of  time, 
and  they  eventually  get  up  to  the  top  for  a  final  recommendation. 

In  setting  that  out,  let  me  throw  out  for  your  comments,  one  of 
the  proposals  that  is  working  its  way  around  Washington  is  a  pro- 
posal that  has  not  yet  been  finalized  by  anybody,  but  one  that  I  am 
aware  of,  that  is  suggested  that  Congress  should  completely  de- 
regulate the  U.S.  maritime  industry. 

Some  of  those  preparing  those  recommendations  for  someone  to 
review  talk  about  the  cost  of  the  maritime  industry,  and  they  say, 
in  quoting  a  former  maritime  commissioner,  who  said,  "Although 
subsidized  merchant  marine  academies  continue  to  turn  out  grad- 
uates, few  jobs  exist  in  the  oceangoing  flag  fleet.  The  average  unli- 
censed sailor  is  now  50  years  old,  and  the  average  officer  is  44 
years  old.  Meanwhile,  through  the  operating  differential  subsidies, 
ODS,  American  taxpayers  subsidize  some  2,200  seagoing  slots  to 
the  tune  of  nearly  $120,000  per  year  each." 

They  continue  to  say  as  well,  "An  ODS  subsidy  does  not  encour- 
age either  seafarers  or  merchant  marine  officers  to  reduce  their 
pay  and  benefits  package  to  remain  more  competitive.  The  ballpark 
salary  for  a  captain  of  an  American  flag  vessel  is  about  $300,000, 
about  a  30-percent  higher  salary  than  those  received  by  captains 
of  non-U.S. -flag  vessels." 

So,  this  is  an  expression  of  how  some  people  feel  in  this  city  with 
regard  to  how  the  program  has  worked  or  not  worked.  Can  I  have 
some  comments  from  anybody  on  that?  Captain. 

Captain  Brown.  Sure,  Senator.  I  think  the  test  is  exactly  what 
the  companies  have  told  all  of  us  since  maritime  reform.  You  need 
a  level  playing  field. 

I  do  not  think  it  is  fair  to  take  the  American  merchant  marine 
and  say,  "Okay.  It  should  be  a  wholly  free  enterprise,  laissez  faire 
policies,"  and  expect  it  to  stick. 

Wendy's  competes  against  McDonalds.  McDonalds  competes 
against  Burger  King,  and  so  forth.  They  all  face  substantially  the 
same  labor  costs,  locational  economics. 

The  test  is  really  management.  How  well  does  management  do? 
That  is  what  shoots  up  the  bottom  line.  That  is  what  shoots  up 
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your  stock  price.  When  you  start  to  compare  the  U.S.  merchant  ma- 
rines, £md  the  problems  that  our  contract  carriers  face,  the  whole 
thing  goes  out. 

I  had  occasion  a  year  ago  to  ride  a  Danish  ship  from  Baltimore 
to  New  York.  The  captain  on  that  ship,  I  was  not  so  nosy  to  say, 
"Hey,  how  much  do  you  make,"  you  Know.  However,  one  of  the 
things  that  I  find  out  is  his  health  care  is  completely  taken  care 
of  by  the  Danish  Government.  In  the  case  of  British  officers,  they 
work  without  benefits  of  taxes. 

So,  the  playing  field  is  clearly  not  level.  If  you  think  that  what 
you  are  doing  is  to  have  a  bandaid  solution  to  this  type  of  a  prob- 
lem, I  do  not  think  you  can  do  that. 

I  think  that  Senator  Lott's  thoughts,  that  it  has  to  be  comprehen- 
sive, and  part  of  an  overall  global  strategy  on  the  part  of  the  U.S. 
Government,  to  bring  shipyards,  labor,  and  management  all  to- 
gether, and  to  level  out  that  playing  field,  I  think  that  is  the  only 
solution. 

Mr.  Ward.  Senator,  I  would  just  like  to  add,  when  you  hear  all 
these  comments  about  these  high  salaries,  they  always  only  talk 
about  the  top  job  on  the  ship,  the  captain  and  the  chief  engineer. 

They  fail  to  mention  that  there  are  usually  two  fellows  snaring 
that  job.  That  is  a  billet  cost.  When  you  bandy  about  the  numbers 
that 

Senator  Breaux.  Excuse  me  for  interrupting  you,  but  the  figure 
that  I  quoted  would  be  for  two  billets;  is  that  correct? 

Mr.  Ward.  Yes.  One  billet,  two  men  sharing  the  billet,  at  least 
two  men,  sometimes  more.  When  you  hear  these  dollar  costs,  no- 
body mentions  all  the  other  people  on  the  ship. 

I  mean  some  of  our  lower  level  people,  if  you  figure  they  are  on 
the  ship  24  hours  a  day,  in  fact,  even  slot  them  8  hours  for  sleep- 
ing, they  are  there  at  least  16  hours  a  day  available  to  work,  some 
of  them  are  not  even  making  minimum  wage. 

People  lose  sight  of  the  fact  that  these  merchant  mariners  are  on 
a  ship  168  hours  a  week,  at  sea,  away  from  their  families. 

It  is  very  misleading  to  quote  some  of  these  figures  in  a  vacuum. 
They  never  seem  to  mention  that  without  the  21-man  crews  on  the 
newer  ships,  the  productivity  gains  on  a  merchant  marine  have 
been  fantastic  over  the  last  20  years,  with  greater  speeds,  greater 
capacity,  and  lower  crews.  In  summary,  I  think  we  provide  good 
value  for  the  dollar  to  our  ship  operators. 

Senator  Breaux.  Do  you  have  any  comment  on  the  sort  of  state- 
ment coming  from 

Mr.  Joseph.  Excuse  me,  Senator,  but  I  have  an  answer  to  the 
first  statement,  if  you  do  not  mind. 

Senator  Breaux.  Sure. 

Mr.  Joseph.  We  know  who  wrote  this  article,  and  he  has  been 
singing  this  song  for  a  long,  long  time.  He  is  just  anti-American 
merchant  marine,  for  some  reason. 

Just  to  show  you  how  wrong  he  is  with  the  numbers  that  he  put 
out,  including  the  average  ages  of  our  organization,  our  officers  do 
not  average  44  years  old,  they  average  somewhat  less  than  that. 

When  he  says  that  the  ballpark  salary  for  the  captain  of  an 
American  flag  vessel  is  about  $300,000,  now,  Mr.  Ward  just  ex- 
plained that  it's  a  billet  cost,  even  if  you  had  10  people  filling  that 
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job  during  the  year,  the  cost  is  the  same,  whether  it's  2  people  or 
1  person.  No  captain  makes  $300,000  as  a  take-home  wage. 

But  here  is  how  ludicrous  it  is.  Then  he  follows  on  by  saying  that 
it  is  about  30  percent  higher  salary  than  those  received  by  captains 
on  non-U.S.-flag  vessels. 

Does  that  means  that  foreign  captains  are  making  $210,000  a 
year?  I  do  not  think  that  Sea-Land  and  APL  would  be  too  anxious 
to  get  out  of  our  flag,  if  that  was  the  case. 

So,  all  these  documents  that  you  are  reading  from  have  to  be 
viewed  as  being  very  simplistic,  and  the  two  main  players  in  au- 
thoring this  document,  as  I  understand  it,  have  been  singing  this 
song  for  a  long  time,  for  20  years. 

Senator  Breaux.  I  am  going  to  ask  you  to  comment  on  another 
feature  of  that  same  reading,  and  see  if  you  agree  with  it,  or  if  you 
can  shed  any  light  on  this. 

In  speaking  to  the  argument  that  we  need  a  U.S.-flag  fleet  be- 
cause of  the  need  for  U.S.  ships  and  U.S.  mariners  during  a  na- 
tional emergency,  some  have  suggested  the  following,  you  know, 
pointed  out  in  their  opinion  the  following:  During  the  Persian  Gulf 
war,  the  Department  of  Defense  bought  cargo  capacity  on  the  world 
stock  market,  because  it  could  not  find  enougn  U.S.  shipowners 
willing  to  risk  their  tenuous  hold  on  their  market  shares  to  support 
the  gulf  effort. 

Only  6  of  the  59  U.S.-flag  ships  with  their  all-American  crews, 
specifically  subsidized  for  the  purpose  of  national  defense,  actually 
went  into  the  war  zone  in  Saudi  Arabia. 

An  additional  38,  or  64  percent,  subsidized  vessels  used  their 
normal  commercial  route,  which  included  using  foreign-flag  feeders 
with  foreign  crews  to  move  goods  to  their  final  Persian  Gulf  des- 
tinations. 

I  think  the  point  that  this  is  trying  to  make  is  that  in  the  most 
recent  conflict,  it  did  not  really  make  a  big  difference. 

Will  anybody  comment  on  tnat? 

Mr.  Joseph.  Senator,  this  has  been  washed  in  the  paper,  this 
very  same  statement  where — it  was  in  the  Journal  comments  arti- 
cle back  in  1992;  I  do  not  recall  the  exact  date — where  the  pub- 
lisher disputed  everything  that  was  said  in  context  with  what  you 
just  said. 

The  American  ships  were  available.  Some  of  MSC's  consideration 
as  I  understand — and  I  am  not  an  expert  in  that — was  market  loss 
if  they  were  to  activate  a  ship. 

But  the  truth  of  the  matter  is  the  commandant  of  the  Military 
Sealifl  Command  at  the  time  of  Desert  Shield/Desert  Storm  said 
there  was  a  ship  every  30  miles  from  the  United  States  to  the  Per- 
sian Gulf 

Thank  God  we  did  not  have — that  Saddam  Hussein  did  not  have 
submarines  or  aircraft  or  ships  on  the  water.  Most  of  those  were 
American  flags. 

And  yes,  they  did  charter  in  foreign-flag  ships,  but  never  to  the 
degree  that  this  author  is  talking  about.  And  it  was  well  more  than 
six  ships  into  the  war  zone,  those  ships  having  the  American  flag. 

Senator  Breaux.  I  can  only 

Captain  Brown.  Excuse  me.  Senator.  Let  me  follow  up  on 
that 
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Senator  Breaux.  OK 

Captain  Brown.  A^ain,  something  I  touched  on  in  my  paper: 
Desert  Storm/Desert  Shield  was  a  success  because  of  allied  partici- 
pation. 

Had  a  number  of  allies  backed  out,  I  wonder  what  success  you 
would  have  had  in  supporting  that  war  effort  as  far  as  chartering 
the  t3T)e  of  tonnage  that  you  might  have  wanted  to  charter  from 
a  nation  that  was  not  favorably  disposed  toward  the  war  effort. 

Senator  Breaux.  Well,  I  can  only  follow  up  your  responses  with 
numerous  statements  by  admirals  and  generals  that  speak  to  the 
contribution  of  the  U.S.  merchant  fleet  in  that  effort. 

I  mean,  the  people  who  actually  made  it  work,  getting  the  troops 
and  equipment  to  Desert  Storm,  speak  very  strongly  and  positively 
about  the  contribution  of  the  U.S. -flag  merchant  marines  in  that  ef- 
fort. 

Let  me  ask  another  question.  What  kind  of  cooperation  do  you 
think  you  have  with  the  shipowners  in  trying  to  bring  about  more 
competition,  to  bring  about  more  efficiency  with  your  manpower 
that  you  provide  these  owners? 

I  mean,  are  you  working  together,  or  is  it — somebody  may  say, 
"Look,  this  is  not  working.' 

And  the  ships  are  leaving  because  labor  and  business  are  con- 
stantly fighting  in  this  area.  And  that  is  why  they  are  leaving 
them. 

What  degree  of  cooperation  do  we  have  in  trying  to  make  it  more 
efficient? 

Mr.  Sacco.  Mr.  Chairman,  I  will  take  that  one.  We  just  con- 
cluded our  contracts  with  our  dry  bulk  and  container  operators.  We 
have  a  good  relationship  with  our  operators. 

We  work  very  closely  with  them  in  establishing.  No.  1,  training 
programs  for  the  new  ships  that  they  acquire,  or  the  new  equip- 
ment they  put  on  board.  We  train  our  people  to  maintain  them. 

We  really  feel  that  this  last  contract  makes  them  very  competi- 
tive with  other  U.S. -flag  operators.  The  average  age  of  my  member- 
ship is  35  years  old.  Our  training  school  at  Piney  Point,  MD,  is 
where  we  bring  in  young  men  and  women  in  the  entry  rating  train- 
ing program  and  encourage  them  to  work  their  way  up  the  ladder. 

We  also  made  some  changes  in  our  work  rules,  Mr.  Chairman, 
that  allow  for  more  productivity  aboard  our  ships.  Where  we  had 
restrictions  on  engine  and  deck,  we  have  removed  some  of  those  re- 
strictions, which  will  allow  a  person  to  go  elsewhere  aboard  the 
ship  to  do  maintenance  and  repair  work.  That  was  one  obstacle 
which  we  had,  and  we  removed  it  in  these  last  negotiations. 

I  really  feel  that  we  have  a  good  relationship  with  the  American 
operator.  Like  I  said  in  my  statement,  we  are  a  model  of  labor 
management  relations  for  other  industries  to  follow. 

And  I  feel  that  everyone  in  this  room,  from  labor,  is  doing  every- 
thing that  they  can  to  make  the  American-flag  operator  more  com- 
petitive. And  I  would  like  them  to  answer  the  question,  too. 

Captain  Brown.  Yes.  Senator,  I  concluded  my  negotiations  with 
Sea-Land  a  month  or  so  before  Mike  finished  his.  And  effective  in 
June  of  next  year,  we  have  some  contract  adjustments  which  will 
have  helped  the  productivity  of  our  operators  in  terms  of  lessening 
the  overtime  impact  cost. 
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We  also  tightened  up  a  number  of  areas  where  we  are  specifying 
more  stringent  training  for  the  people  that  go  aboard  those  ships. 

And  I  thmk  that — ^yes,  I  think  it  was  necessary  for  Congress  and 
Washington  and  everybody  to  hear  that  we  are  cert£iinly  willing  to 
look  at  this  from  labor's  side.  And  we  have. 

So,  I  do  not — I  think  that  we  are  looking  for  ways  to  be  competi- 
tive. And  we  are  recognizing  that  it  is  a  global  problem. 

Mr.  Ward.  Yes.  I  think  we  are  very  cooperative  with  all  of  our 
ship  operators.  "Featherbedding"  is  not  in  our  vocabulary.  We,  as 
I  said  before,  we  feel  we  provide  good  value  for  the  dollar. 

I  mean,  the  majority  of  the  officers  I  represent  are  engineers,  al- 
though we  do  have  a  lot  of  deck  officers,  too.  But  we  have  engineers 
that  do  electrical  maintenance,  electronics  maintenance,  overhaul 
pumps,  work  on  boilers,  main  engines  service,  lube  oil  systems. 

And  there  are  not  many  industries  where  you  can  get  three  or 
four  people  operating  big,  complex  machinery,  like  a  modern  ship 
today,  that  do  all  of  those  things.  And  again,  we  think  we  are  very 
cooperative,  very  competitive. 

And  if  we  can  get  some  kind  of  maritime  program  going,  I  am 
sure  the  competition — the  natural  competition  in  this  country  be- 
tween unions  and  between  companies  will  take  care  of  anything. 
And  we  will  be  a  very  competitive  group. 

Senator  Breaux.  I  think  you  all  have  given  some  very 

Mr.  Joseph.  Senator,  can  I 

Senator  Breaux  [continuing].  Solid  testimony. 

Mr.  Joseph. 

Mr.  Joseph.  Can  I  answer  that  question,  too,  please? 

Senator  Breaux.  Yes. 

Mr.  Joseph.  I  do  most  of  the  negotiation  for  the  deep-sea  part 
of  our  organization.  I  must  say  that  out  of  the  130-some  ships  that 
we  have  in  the  deep-sea  sector,  only  two  of  them  receive  ODS.  So, 
we  have  to  be  competitive. 

And  since  January  1,  1985,  when  we  took  a  40-percent  cut  in 
costs,  we  have  been  dealing  or  negotiating,  rather,  with  shipowners 
on  a  market-will-bear  basis  in  order  to  keep  them  competitive  in 
that  business  and  with  the  American  flag  and  on  the  stem  and  jobs 
for  our  organization. 

Thank  you. 

Senator  Breaux.  Well,  I  appreciate  your  being  here.  I  think  you 
all,  all  four  of  you,  have  spoken  very  eloquently  about  what  this 
problem  is  and  about  your  men's  and  women's  commitment  to  try 
and  do  something  to  get  this  program  going. 

We  are  at  a  crossroad  now.  And  more  than  at  any  time  that  I 
have  seen,  we  have — we  really  can  go  one  way  of  trying  to  come 
up  with  a  program  that  this  administration  ana  Congress  can  sup- 
port, or  do  nouiing. 

I  mean,  you  are  right  there.  And  there  is  no  more  talking  about 
it.  I  mean,  are  we  going  to  act,  or  are  we  going  to  just  watch  it 
all  go  away?  And  I  am  not  willing  to  allow  that  to  happen. 

I  thank  you  for  your  help. 

Mr.  Joseph.  Thank  you,  Mr.  Chairman. 

Captain  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Ward.  Thank  you,  Mr.  Chairman. 

Mr.  Sacco.  Thank  you,  Mr.  Chairman. 
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Senator  Breaux.  Let  me  now  invite  the  administration  to  tell  us 
how  they  are  going  to  fix  this.  [Laughter.] 

And  with  that,  we  have  Mr.  William  Lynn,  who  is  the  Director 
of  Program  Analysis  and  Evaluation  with  the  Department  of  De- 
fense; and  the  Honorable  Joan  Yim,  who  is  Acting  Maritime  Ad- 
ministrator with  the  Department  of  Transportation. 

If  they  would  take  their  positions  at  the  witness  table,  we  would 
be  pleased  to  receive  their  testimony.  Mr.  Lynn,  Ms.  Yim,  please. 

STATEMENT  OF  HON.  JOAN  B.  YIM,  ACTmG  MARITIME 
ADMINISTRATOR,  DEPARTMENT  OF  TRANSPORTATION 

Ms.  Yim.  Mr.  Chairman,  members  of  the  subcommittee,  my  name 
is  Joan  Yim.  I  am  the  Acting  Maritime  Administrator  for  the  De- 
partment of  Transportation. 

I  am  here  today  to  testify  on  behalf  of  the  Department  of  Trans- 
portation concerning  the  applications  of  Sea-Land  Service  and 
American  President  Lines  to  register  a  total  of  20  of  their  ships  in 
foreign  countries. 

The  Department  regrets  that  Sea-Land  and  APL  have  found  it 
necessary  to  apply  for  permission  to  transfer  a  significant  portion 
of  their  U.S.-flag  fleets  to  foreign  registries. 

Section  9  of  the  Shipping  Act  of  1916  requires  the  approval  of  the 
Secretary  of  Transportation  before  any  U.S.-flag  vessel  may  be 
placed  under  foreign  registry,  or  sold,  mortgaged,  leased,  or  trans- 
ferred to  someone  other  than  a  U.S.  citizen. 

On  June  28,  1993,  Sea-Land  applied  for  approval,  pursuant  to 
section  9,  for  the  immediate  transfer  of  13  vessels  to  registry  in  the 
Republic  of  the  Marshall  Islands. 

On  July  16,  1993,  APL  also  asked  to  transfer  seven  vessels  to  an 
unspecified  foreign  registry  that  would  permit  the  vessels  to  re- 
main under  effective  U.S.  control  for  the  purpose  of  requisitioning 
in  time  of  war  or  national  emergency. 

APL's  request  involves  transfer  at  the  time  of  withdrawal  from 
APL's  operating-differential  subsidy  contract  or  the  termination  of 
this  contract,  whichever  occurs  first. 

As  a  subsidized  operator,  APL  also  applied  for  a  waiver  under 
Section  804  of  the  1936  Merchant  Marine  Act  to  operate  these  ves- 
sels under  foreign-flag  in  APL's  existing  services,  following 
reflagging  and  during  the  remaining  term  of  its  CDS  contract. 

From  the  applicants'  perspective,  the  decision  to  reflag  is  based 
primarily  on  vessel  operating  economics.  We  are  all  aware  that 
U.S.-flag  carriers  face  higher  costs  for  personnel  and  insurance  and 
more  stringent  regulatory  requirements. 

Such  factors  as  these  make  it  more  difficult  for  U.S.  companies 
to  compete  against  foreign-flag  operators  in  our  import  and  export 
trades.  Nevertheless,  these  two  companies  are  known  to  us  and 
their  competition  as  world-class  carriers. 

The  administration  recognizes  the  important  role  of  the  commer- 
cial U.S.-flag  fleet  in  meeting  our  national  defense  requirements. 

As  President  CHnton  recently  stated,  "America's  merchant  ships 
continue  to  provide  jobs  and  economic  benefits  for  America.  The 
men  and  women  who  sail  those  ships  and  who  serve  in  supporting 
industries  are  prepared  to  support  the  Nation  in  times  of  crisis. 
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The  importance  of  having  a  viable  commercial  fleet  was  most  re- 
cently demonstrated  during  Operations  Desert  Shield  and  Desert 
Storm. 

More  than  one-third  of  the  total  military  dry  cargo  that  was 
transported  by  sea  moved  on  commercial  U.S.-flag  liner  ships  that 
normally  operate  in  our  import  and  export  trades.  Sea-Land,  APL, 
and  their  employees  were  key  components  of  this  success  story. 

In  addition,  about  80  percent  of  the  dry  cargo  transported  by  sea 
in  support  of  this  conflict  was  carried  on  U.S.-flag,  Grovernment- 
owned  or  chartered  ships,  as  well  as  commercial  vessels. 

Over  900  U.S.  citizen  seafarers  work  on  the  ships  under  consid- 
eration in  these  applications.  Overall,  more  than  10,000  seafarers 
are  employed  on  privately  owned,  U.S.-flag  ships  engaged  in  inter- 
national trade. 

These  men  and  women  are  available  to  the  Department  of  De- 
fense and  the  Maritime  Administration  to  crew  sealifl;  ships,  in- 
cluding the  Ready  Reserve  Force,  during  crises  like  Desert  Shield 
and  Desert  Storm. 

They  also  continue  to  work  on  commercial  ships  during  a  crisis, 
side  by  side  with  our  combatants,  to  resupply  American  troops. 

As  early  as  February  1992,  APL  and  Sea-Land  publicly  stated 
that  unless  certain  changes  were  made  to  reduce  the  disparities  be- 
tween U.S.  and  foreign  capital  and  operating  costs,  they  would 
have  no  recourse  but  to  pursue  operations  under  foreign-flag,  be- 
ginning in  1995. 

This  administration  has  considered  initiatives  to  help  improve 
the  overall  efficiency  and  economic  competitiveness  of  the  industry. 

Secretary  Pefia  met  with  representatives  from  various  sectors  of 
the  U.S.  maritime  industry — carriers,  shippers,  maritime  labor, 
and  shipbuilders — to  discuss  their  concerns.  In  April,  the  Secretary 
developed  a  set  of  maritime  policy  initiatives  that  were  presented 
to  the  National  Economic  Council. 

Maritime  revitalization  has  received  vigorous  attention  within 
the  administration  and  is  still  under  active  consideration. 

The  applications  from  Sea-Land  and  APL  to  reflag  20  container 
ships,  and  the  loss  of  over  900  jobs  for  merchant  seamen  who  work 
aboard  those  ships,  bring  the  U.S.  maritime  industry  to  a  crucial 
juncture. 

These  vessels  are  the  most  modem  in  the  U.S.-flag  fleet,  and 
their  combined  capacity  represents  over  one-fourth  of  the  total  con- 
tainer capacity  of  the  privately  owned,  U.S.-flag  fleet. 

This  is  an  unprecedented  request.  No  similar  applications,  in 
such  number,  have  ever  been  processed  by  the  Maritime  Adminis- 
tration. 

The  Sea-Land  and  APL  applications  will  be  carefully  reviewed. 
We  recognize  the  advantages  that  the  carriers  hope  to  achieve  by 
being  able  to  compete  on  the  same  terms  and  conditions  as  foreign 
carriers,  but  we  also  recognize  the  impact  on  other  elements  of  the 
U.S.  maritime  industry. 

Present  law  provides  the  Secretary  of  Transportation  with  the 
authority  to  consider  these  applications.  And  I  might  note  here 
that,  by  regulation,  that  decisionmaking  authority  has  been  dele- 
gated to  the  Maritime  Administrator. 
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Let  me  assure  you  that  the  concerns  of  affected  interests  will  be 
carefully  weighed  in  the  decisionmaking  process. 

Mr,  Chairman,  this  concludes  my  statement.  I  will  be  glad  to  an- 
swer any  questions  that  you  or  other  members  of  the  subcommittee 
may  have. 

[The  prepared  statement  of  Ms.  Yim  follows:] 

Prepared  Statement  of  Joan  B.  Yim 

Mr.  Chairman,  members  of  the  Subcommittee,  my  name  is  Joan  B.  Yim  and  I  am 
the  Acting  Maritime  Administrator  of  the  Department  of  Transportation.  I  am  here 
today  to  testify  on  behalf  of  the  Department  of  Transportation  concerning  the  appli- 
cations of  Sea-Land  Service,  Inc.  (Sea-Land)  and  American  President  Lines,  Ltd. 
(APL)  to  register  a  total  of  twenty  of  their  ships  in  foreign  countries.  The  Depart- 
ment regrets  that  Sea-Land  and  APL  have  found  it  necessaiy  to  apply  for  permis- 
sion to  transfer  a  significant  portion  of  their  U.S.-flag  fleets  to  foreign  registries. 

Section  9  of  the  Shipping  Act  of  1916  requires  the  approval  of  theSecretary  of 
Transportation  before  any  U.S.-flag  vessel  may  be  olaced  under  foreign  registry,  or 
sold,  mortgaged,  leased  or  transferred  to  someone  other  than  a  U.S.  citizen. 

On  June  2B,  1993,  Sea-Land  applied  for  approval,  pursuant  to  Section  9,  for  the 
inmiediate  transfer  of  13  vessels  to  registry  in  the  Republic  of  the  Marshall  Islands. 
On  July  16,  1993,  APL  also  asked  to  transfer  seven  vessels  to  an  unsoecified  foreign 
registry  that  would  permit  the  vessels  to  remain  under  Effective  U.S.  Control  for 
the  purpose  of  requisitioning  in  time  of  war  or  national  emergency. 

APL's  request  involves  transfer  at  the  time  of  withdrawal  from  APL's  operating- 
differential  subsidy  (ODS)  contract  or  the  termination  of  this  contract,  whichever  oc- 
curs first.  As  a  subsidized  operator,  APL  also  applied  for  a  waiver  under  Section 
804  of  the  1936  Merchant  Marine  Act  to  operate  these  vessels  under  foreign  flag 
in  APL's  existing  services,  following  reflagging  and  during  the  remaining  term  of  its 
ODS  contract. 

From  the  applicants'  perspective,  the  decision  to  reflag  vessels  is  based  priniarily 
on  vessel  operating  economics.  We  are  all  aware  that  U.S.-flag  carriers  face  higher 
costs  for  personnel  and  insurance  and  more  stringent  regulatory  requirements.  Such 
factors  as  these  make  it  more  difficult  for  U.S.  companies  to  comoete  against  for- 
eign-flag operators  in  our  import  and  export  trades.  Nevertheless,  these  two  compa- 
nies are  known  to  us  and  their  competition  as  "world  class"  carriers. 

The  Administration  recognizes  the  important  role  of  the  commercial  U.S.-flag  fleet 
in  meeting  our  national  defense  requirements.  As  President  Clinton  recently  stated, 
"America's  merchant  ships  continue  to  provide  jobs  and  economic  benefits  for  Amer- 
ica. 'Hie  men  and  women  who  sail  those  ships  and  who  serve  in  supporting  indus- 
tries are  prepared  to  support  the  Nation  in  times  of  crisis." 

'The  importance  of  having  a  viable  commercial  fleet  was  most  recently  dem- 
onstrated during  Operations  DESERT  SHIELD  and  DESERT  STORM.  More  than 
one-third  of  the  total  military  dry  cargo  that  was  transported  by  sea  moved  on  com- 
mercial U.S.-flag  liner  ships  that  normally  operate  in  our  import  and  export  trades. 
Sea-Land,  APL,  and  their  employees  were  key  components  of  this  success  story.  In 
addition,  about  80  percent  of  the  dry  cargo  transported  by  sea  in  support  of  this  con- 
flict was  carried  on  U.S.flag  government-owned  or  chartered  ships  as  well  as  com- 
mercial vessels. 

Over  900  U.S.  citizen  seafarers  work  on  the  ships  under  consideration  in  these 
applications.  OveraU,  more  than  10,000  seafarers  are  employed  on  privately  owned, 
U.S.-flag  ships  engaged  in  international  trade.  These  men  and  women  are  available 
to  the  Department  of  Defense  and  the  Maritime  Administration  to  crew  sealift 
ships,  including  the  Ready  Reserve  Force,  during  crises  like  DESERT  SHIELD  and 
DESERT  STORM.  They  also  continue  to  woric  on  commercial  ships  during  a  crisis, 
side-by-side  with  our  combatants,  to  resupply  American  troops. 

As  early  as  February  1992,  APL  and  Sea-Land  publicly  stated  that  unless  certain 
changes  were  made  to  reduce  the  disparities  between  U.S.  and  foreign  capital  and 
operating  costs,  they  would  have  no  recourse  but  to  pursue  operations  under  foreign 
flag  beginning  in  1995. 

This  Administration  has  considered  initiatives  to  help  improve  the  overall  effi- 
ciency and  economic  competitiveness  of  the  industiy.  Secretary  Pena  met  with  rep- 
resentatives from  various  sectors  of  the  U.S.  maritime  industry — carriers,  shippers, 
maritime  labor  and  shipbuilders — to  discuss  their  concerns.  In  April,  the  Secretary 
developed  a  set  of  maritime  policy  initiatives  that  were  presented  to  the  National 
Economic  Council  (NEC).  Maritime  revitalization  has  received  vigorous  attention 
within  the  Administration  and  is  still  under  active  consideration. 
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The  applications  from  Sea-Land  and  APL  to  reflag  twenty  containerships,  and  the 
loss  of  over  900  jobs  for  merchant  seamen  who  wore  aboard  these  ships,  bring  the 
U.S.  maritime  industry  to  a  crucial  juncture.  These  vessels  are  the  most  modem  in 
the  U-S.-flag  fleet  and  their  combined  capacity  represents  over  one-fourth  of  the 
total  container  capacity  of  the  privately  owned  U.S.-flag  fleet.  This  is  an  unprece- 
dented request.  No  similar  applications,  in  such  number,  have  ever  been  processed 
by  the  Maritime  Administration. 

The  Sea-Land  and  APL  applications  will  be  carefully  reviewed.  We  recognize  the 
advantages  that  the  carriers  nope  to  achieve  by  being  able  to  compete  on  the  same 
terms  and  conditions  as  foreign  carriers,  but  we  also  recognize  the  impact  on  other 
elements  of  the  U.S.  maritime  industry.  Present  law  provides  the  Secretary  of 
Transportation  with  the  authority  to  consider  these  applications.  Let  me  assure  you 
that  the  concerns  of  affected  interests  will  be  careftally  weighed  in  the  decision-mak- 
ing process. 

Mr.  Chairman,  this  concludes  my  statement.  1  will  be  glad  to  answer  any  ques- 
tions that  you  or  other  members  of  the  Subcommittee  may  nave. 

Senator  Breaux.  Thank  you.  Mr.  Lynn. 

STATEMENT  OF  WILLIAM  J.  LYNN,  DIRECTOR,  PROGRAM 
ANALYSIS  AND  EVALUATION,  DEPARTMENT  OF  DEFENSE 

Mr.  Lynn.  Thank  you,  Mr.  Chairman, 

I  appreciate  the  opportunity  to  be  here  today  to  testify  about  the 
Department  of  Defense's  requirements  for  seahft  and  how  we  might 
meet  those  requirements. 

I  provided  a  formal  statement  to  the  committee,  which  I  would 
ask  be  entered  into  the  record. 

Senator  Breaux.  OK 

Mr.  Lynn.  In  the  interests  of  time,  I  will  restrict  my  remarks  to 
the  points  that  I  think  may  be  of  greatest  interest  to  the  commit- 
tee. 

In  talking  about  sealift,  it  is  important  to  distinguish  between 
two  different  requirements  that  the  Department  of  Defense  has: 
First,  the  requirement  to  surge  units  forward  in  the  initial  days  of 
a  crisis  and,  second,  the  later  need  to  sustain  those  units,  to  resup- 
ply  them  over  the  duration  of  the  conflict  or  the  deployment. 

These  two  missions  impose  different  requirements  for  ship  types 
and  availabilities,  and  for  ship  speed.  Let  me  go  into  a  little  more 
detail  on  these  two  different  requirements. 

First,  the  surge  requirement:  The  prospect  of  a  shortfall  in  the 
maritime  industry's  ability  to  meet  defense  needs  is  a  relatively 
new  problem  for  aefense  planners. 

Throughout  the  seventies,  defense  programming  focused  on 
NATO.  The  requirement  for  rapid  reinforcement  with  heavy  ground 
forces  was  met  largely  through  prepositioning  of  several  heavy  divi- 
sions in  Europe  itself! 

At  the  same  time,  the  commercial  shipping  fleets  of  the  United 
States  and  its  NATO  allies  were  adequate  to  meet  follow-on  deploy- 
ment timetables,  as  well  as  to  sustain  deployed  forces. 

In  the  late  seventies,  this  situation  began  to  change.  Program- 
ming for  mobility  forces  began  to  focus  on  contingencies  in  south- 
west Asia  and  elsewhere.  Prepositioning  ashore  became  a  less  at- 
tractive option,  at  least  in  some  circumstances. 

To  boost  deployment  capability  early  in  a  crisis,  rapid-response 
sealifl  and  afloat  prepositioning  ships  were  acquired.  At  the  same 
time,  however,  the  roll-on/roll-off  ships  and  the  break-bulk  vessels 
that  could  move  units  relatively  rapidly  were  becoming  commer- 
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cially  unattractive.  The  industry  was  moving  more  toward  contain- 
erships,  whose  primary  military  utility  is  for  the  movement  of 
sustainment  cargoes,  llius,  the  Department  found  it  necessary  to 
procure  enough  sealift  to  move  the  equipment  of  units  that  were 
required  early  in  a  crisis. 

Rapid-response  sealift  and  afloat  prepositioning  became  even 
more  important  as  U.S.  defense  planning  began  to  focus  on  re- 
gional contingencies  like  Desert  Shield/Desert  Storm. 

Our  estimate  of  future  requirements  has  been  heavily  influenced 
by  our  experience  in  the  conflict.  And  one  of  the  main  lessons  of 
the  gulf  war  was  that  our  deployment  capability  would  have  been 
much  too  slow  if  Iraq  had  pressed  its  initial  advantage. 

We  cannot,  in  the  future,  count  on  having  several  months  to 
build  up  U.S.  forces  for  regional  contingencies.  Accordingly,  in 
1991,  the  Department  began  a  major  reassessment  of  mobility  re- 
quirements for  such  contingencies. 

The  first  product  of  that  effort.  Volume  I  of  the  Mobility  Require- 
ments Study,  was  transmitted  to  Congress  in  January  1992. 

To  overcome  deficiencies  in  rapid  deployment  capability,  the 
study  recommended,  among  other  things,  procurement  of  ships  for 
afloat  prepositioning  of  a  heavy  Army  brigade  and  theater  support 
forces,  and  the  procurement  of  rapid-response  sealift  to  augment 
existing  capacity  for  deploying  a  two-division  heavy  Army  corps 
anywhere  in  the  world  within  30  to  40  days. 

The  Mobility  Requirements  Study  also  found  that  Government- 
owned  sealift  would  have  to  be  procured  to  meet  surge  require- 
ments, for  three  reasons. 

First,  ships  for  rapid  deployment  must  be  available  for  loading 
in  4  to  5  days.  Unfortunately,  only  a  small  percentage  of  ships  in 
commercial  service  can  be  made  available  for  military  missions 
that  quickly. 

Second,  such  vessels  must  be  capable  of  being  loaded  and  un- 
loaded quickly.  Third,  they  must  have  relatively  nigh  speed.  There 
is  a  declining  commercial  demand  for  ships  with  the  types  of  load- 
ing and  speed  characteristics  that  facilitate  the  rapid  deployment 
of  military  equipment. 

Let  me  then  turn  to  the  other  requirement,  the  requirement  for 
sustainment  shipping.  There,  the  Mobility  Requirements  Study 
found  that  the  U.S. -flag  fleet,  as  then  projected,  would  be  adequate 
to  meet  sustainment  requirements  at  least  through  the  end  of  the 
decade. 

However,  since  that  analysis  was  completed,  two  major  U.S. -flag 
carriers  have  announced  their  intention  to  reflag  a  portion  of  their 
fleets. 

A  number  of  such  reflagg^ngs  had  already  been  anticipated  in  the 
fleet  projection  used  in  the  study,  but  the  size  of  the  U.S. -flag  fleet 
that  would  be  sustained  by  the  Jones  Act  and  future  preference 
cargoes  remained  uncertain  even  at  the  time  the  study  was  con- 
ducted. 

It  has  been  a  longstanding  national  policy  to  rely  on  the  mari- 
time industry  to  meet  DOD  requirements  to  the  extent  that  the  in- 
dustry can  do  so. 

The  Department  looks  first  to  the  U.S.-flag  fleet  to  supply  the 
needed  capacity,  although  we  will  also  make  use  of  U.S.-owned 
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ships  flying  foreign  flags  as  well  as  ships  of  other  nations  where 
commitments  exist. 

If  the  U.S. -flag  fleet  cannot  continue  to  meet  DOD's  sustainment 
requirements  without  financial  assistance,  DOD  will  have  to  bal- 
ance the  benefits  of  having  added  capacity  in  the  U.S.-flag  fleet 
against  the  cost  of  maintaining  that  capacity. 

The  final  topic  that  I  want  to  touch  on  is  manning  for  Govern- 
ment reserve  ships.  We  project  that  we  will  need  3,400  to  4,400 
mariners  to  crew  Government  reserve  ships  in  a  contingency  where 
all  of  those  ships  are  deployed. 

We  are  working  with  MARAD  to  develop  program  proposals  to 
meet  those  needs,  and  we  will  continue  to  do  tnat. 

At  this  point,  Mr.  Chairman,  I  would  be  happy  to  take  any  ques- 
tions you  have. 

[The  prepared  statement  of  Mr.  Lynn  follows:] 

Prepared  Statement  of  William  J.  Lynn 

Mr.  Chairman,  members  of  the  committee,  I  appreciate  the  opportunity  to  be  here 
today  to  testify  about  the  Department  of  Defense  s  requirements  for  sealift  and  how 
those  requirements  might  be  met. 

There  is  no  doubt  that  DoD  needs  seaUft.  The  United  States  is  a  nation  with  glob- 
al interests,  and  it  depends  on  the  deployment  of  forces  from  U.S.  bases  to  defend 
those  interests  when  trouble  strikes.  A  deployment  of  any  significant  size  would  de- 
pend heavily  on  sealift  for  afloat  prepositioning,  surge  deployment  of  units,  and 
sustainment  of  forces  with  ammunition,  supplies,  and  hulk  mel.  It  is  long-standing 
national  policy  to  rely  on  the  maritime  industry  to  meet  DoD  requirements,  to  the 
extent  that  industry  can  do  so,  and  we  intend  to  continue  that  policy. 

Some  types  of  ships  in  commercial  service  are  well  suited  to  meeting  DoD's 
sustainment  requirements.  The  Department  looks  first  to  the  U.S.-flag  fleet  to  sup- 

81y  needed  capacity,  although  we  also  make  use  of  U.S.-owned  ships  flying  foreign 
ags  as  well  as  ships  of  other  nations,  where  specific  conamitments  exist.  If  the  U.S.- 
flag  fleet  cannot  meet  DoD's  sustainment  requirements  without  financial  assistance, 
however,  DoD  must  balance  the  benefits  of  naving  added  capacity  In  the  U.S.-flag 
fleet  against  the  cost  of  maintaining  that  capacity.  To  Invest  additional  DoD  funds 
In  sealift,  we  would  have  to  be  convinced  that  the  reduced  risk  was  worth  the  oppor- 
tunity cost  the  Department  would  have  to  pay  through  reductions  in  other  aspects 
of  the  defense  program. 

THE  CHANGING  NATURE  OF  DOD'S  SEALIFT  REQUIREMENTS  AND  INDUSTRY'S  ROLE  IN 

MEETING  THEM 

The  prospect  of  a  shortfall  in  the  maritime  Industry's  capacity  is  a  relatively  new 
problem  for  defense  planners.  Throughout  the  1970s,  the  industiy  was  able  to  meet 
all  but  a  few  very  specialized  military  sealift  requirements.  Defense  programming 
focused  on  NATO,  and  the  requirement  for  rapid  reinforcement  with  heavy  ground 
forces  was  met  largely  through  prepositioning.  The  commercial  shipping  fleets  of  the 
United  States  and  Its  NATO  allies  were  adequate  in  both  number  and  capacity  to 
meet  U.S.  deployment  time  tables  and  to  sustain  deployed  U.S.  forces  over  time. 

In  the  late  19708,  the  Department  took  a  number  of  steps  to  improve  U.S.  defense 
capabilities  In  Southwest  Asia.  Prepositioning  ashore  was  not  an  option  in  that  re- 
gion at  the  time.  While  some  ships  in  commercial  service  could  meet  early  deploy- 
ment requirements,  the  U.S.-commercial  fleet  was  in  the  process  of  repleicing  those 
vessels  with  containerships,  which  are  extremely  useful  for  moving  commercial  car- 
goes but  cannot  handle  large  items  of  military  equipment  efficiently.  Thus,  the  De- 
partment found  it  necessary  to  procure  sealift  vessels  to  move  the  equipment  of 
units  that  would  deploy  early  in  a  crisis. 

By  the  late  1980s,  the  government  had  procured  rapid-response  sealift  for  about 
one  Army  division  and  its  support.  Those  vessels  included  fast  sealift  ships,  along 
with  roU-on/roU-off  ships  for  the  Ready  Reserve  force.  In  addition,  under  a  "build 
and  charter"  program,  the  Department  acquired  13  prepositioning  ships,  on  which 
It  stored  equipment  and  supplies  for  three  Marine  brigades,  for  later-deploying 
units,  we  relied  on  the  U.S.-flag  and  the  remaining  government-owned  vessels.  To- 
gether, those  ships  provided  the  capacity  to  deploy  three  more  Army  divisions  and 
their  support.  The  U.S.-flag  fleet  also  was  able  to  meet  sustaining  requirements. 
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This  was  the  fleet  available  in  the  summer  of  1990  when  Operation  Desert  Shield 
began.  In  that  deployment,  about  45  percent  of  the  cargo  that  went  by  sea  moved 
on  ships  owned  by  or  on  long-term  charter  to  the  government;  35  percent  moved  on 
U.S.-flag  ships  normally  engaged  in  international  trade;  and  20  percent  moved  on 
chartered  foreign-flag  vessels  of  coalition  partners  and  other  nations. 

FUTURE  REQUIREMENTS  AND  PROGRAMS  TO  MEET  THEM 

U.S.  defense  planning  now  focuses  on  regional  contingencies  like  Desert  Shield/ 
Desert  Storm,  and  our  estimate  of  future  requirements  has  been  heavily  influenced 
by  that  experience.  One  of  the  main  lessons  of  the  Gulf  War  was  that  the  deploy- 
ment would  have  been  much  too  slow  if  Iraq  had  pressed  its  initial  advantage.  We 
cannot  count  on  having  several  months  to  build  up  U.S.  forces  in  future  regional 
contingencies.  In  1991,  therefore,  the  Department  began  a  major  assessment  of  mo- 
bility requirements  for  regional  contingencies.  The  first  product  of  that  effort — Vol- 
ume I  01  the  Mobility  Requirements  Study — was  transmitted  to  Congress  In  Janu- 
ary of  1992.  That  volume  addressed  inter-theater  mobility  requirements.  To  over- 
come deficiencies  in  rapid  deployment  capability,  the  study  recommended: 

•  Procurement  of  ships  for  afloat  prepositioning  of  a  heavy  Army  brigade  and 
theater  support  forces; 

•  Procurement  of  rapid-response  sealifl  to  augment  existing  capacity  for  deploy- 
ing a  two-division  heavy  Army  corps  anywhere  in  the  world  within  35  to  40  days; 

•  Retention  of  enough  residual  capacity  In  the  government-owned  fleet  to  aug- 
ment U.S.-flag  vessels  so  that  a  regional  deployment  could  be  completed  in  about 
60  days;  and 

•  Improvements  to  the  U.S.  infrastructure  to  permit  the  rapid  movement  of 
equipment  and  supplies  to  ports  of  embarkation. 

The  Mobility  Requirements  Study  found  that  additional  government-owned  seahft 
would  have  to  be  procured  for  the  rapid-deployment  of  military  units,  for  three  rea- 
sons. First,  ships  for  rapid  deployment  missions  must  be  available  for  loading  In 
four  or  five  days.  Second,  such  vessels  must  be  capable  of  being  loaded  and  unloaded 
quickly.  Third,  they  must  have  relatively  hi^  speed.  Unfortunately,  only  a  small 
percentage  of  ships  in  commercial  service  can  be  made  available  for  military  mis- 
sions that  quickly,  and  there  Is  little  commercial  demand  for  ships  with  the  loading 
and  speed  characteristics  that  facilitate  the  rapid  deployment  of  military  equipment. 

On  the  other  hand,  the  Mobility  Requirements  Study  found  that  the  U.S.-flag 
fleet,  as  then  projected,  would  be  adequate  to  meet  sustainment  requirements  at 
least  through  the  end  of  the  decade. 

Volume  n  of  the  study  was  transmitted  to  Congress  last  month.  It  provides  sup- 
porting detail  for  the  conclusions  of  Volume  I;  an  examination  of  the  use  In  concur- 
rent contingencies  of  the  mobility  force  recommended  in  Volume  I;  and  analyses  of 
several  programmatic  details,  such  as  the  location  of  reserve  ships.  Volume  HI, 
which  we  expect  to  transmit  in  the  fall  of  this  year,  will  include  analyses  of  require- 
ments for  sealifl  tankers  and  for  intra-theater  lift  of  all  types  and  an  examination 
of  the  increased  use  of  containers. 

RECENT  DEVELOPMENTS 

Since  the  inter-theater  portion  of  Mobility  Requirements  Study  was  completed, 
two  major  U.S.-flag  carriers  have  announced  their  intention  to  reflag  a  portion  of 
their  fleets.  A  number  of  such  reflaggings  already  had  been  anticipated  in  the  fleet 
projection  used  in  the  study,  so  these  announcements  do  not  come  as  a  complete 
surprise.  If  these  applications  for  reflagging  are  approved,  some  of  these  ships  could 
move  to  the  effective  U.S. -controlled  fleet,  where  they  still  would  be  available  in 
time  of  national  emergency.  The  planned  disposition  of  the  remaining  ships  is  un- 
certain, as  is  the  size  of  the  U.S.-flag  fleet  that  would  be  sustained  by  Jones  Act 
and  future  preference  cargoes  alone. 

ADMINISTRATION  EFFORTS 

As  you  know,  the  Administration  is  considering  government  policy  and  program 
options  for  the  maritime  industry,  from  the  point  of  view  both  of  meeting  DoD  re- 
quirements and  of  encouraging  a  competitive  industry  that  would  provide  jobs  for 
Americans.  Until  the  Administration  nas  completed  its  review  and  the  President 
made  a  decision  on  the  policy  he  wishes  to  pursue,  it  would  be  Inappropriate  for 
me  to  comment  on  the  specific  programmatic  options  we  are  considering. 

Mr,  Chairman,  this  concludes  my  prepared  remarks.  I  would  be  happy  to  answer 
any  questions  you  or  members  of  the  subcommittee  have. 
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Senator  Breaux.  I  thank  both  of  you  for  your  statements  and  for 
being  willing,  also,  to  go  after  the  other  two  panels. 

Ms.  Yim,  you  point  out  in  your  testimony,  on  page  6,  that  Sec- 
retary Pena  developed  a  set  oi  maritime  policy  initiatives  that  were 
presented  to  the  National  Economic  Council.  "Maritime  revitaliza- 
tion  has  received  vigorous  attention  within  the  administration." 

What  were  the  results  of  that  vigorous  attention? 

Ms.  Yim.  Right  now,  it  is  still  in  the  process  that  was  established 
by  Executive  Order  12835  of  January  25,  1993,  establishing  the 
National  Economic  Council  and  its  working  relationships  among 
the  agencies. 

The  President  is  the  Chairman  of  the  National  Economic  Council. 
We  are  awaiting  his  decision  with  regard  to  the  options  and  propos- 
als that  are  before  him  as  a  result  of  the  working  group  and  the 
deputies'  and  the  principals'  review  of  the  proposals  as  we  submit- 
ted them. 

Senator  Breaux.  What  was  your  recommendation? 

Ms.  Yim.  They  are  in  process  and  review. 

What  happened  was — without  getting  into  specifics — the  Na- 
tional Economic  Council  process  prepared  a  draft  of  various  options 
for  the  President,  as  the  ultimate  decisionmaker,  to  review.  That 
is  where  it  is. 

We  have  not  talked  to  anyone  about  the  substance  of  the  pro- 
posal, because  it  is  still  awaiting  the  President's  decision. 

Senator  Breaux.  Well,  did  the  Secretary  of  Transportation,  the 
Department  in  which  you  serve,  make  a  recommendation  to  NEC? 

Ms.  Yim.  Our  proposal  was  the  subject  of  discussion  in  the  work- 
ing group,  which  was  the  initial  body  that  looked  at  it,  but  then 
other  proposals  were  also  presented  from  the  other  agencies. 

Senator  Breaux.  How  many  of 

Ms.  Yim.  So,  it  is  a  combined  effort  of  all  of  the  agencies. 

Senator  Breaux.  How  many  of  the  other  NEC  members  sup- 
ported the  recommendation  of  the  Secretary  of  Transportation? 

Ms.  Yim.  I 

Senator  Breaux.  Can  you  name  one? 

Ms.  Yim.  Well,  I  was  not  at  the  principals'  meeting.  It  would  be 
inappropriate  for  me  to  comment  on  how  the  vote  was  actually 
taken  when  I  was  not  there. 

Senator  Breaux.  Suppose  I  said  that  none  of  them  supported  it. 
Would  you  disagree  with  that? 

Ms.  Yim.  I  really  cannot  say.  I  can  say  that — I  will  say  this-; 

Senator  Breaux.  You  cannot  say,  because  you  are  prohibited 
from  saying  it,  or  do  you  not  know? 

Ms.  Yim.  Oh.  [Laughter.] 

I  was  not  there.  It  would  be  inappropriate  for  me  to  comment  on 
how  the  vote  was  actually  taken. 

Senator  Breaux.  Why 

Ms.  Yim.  I  can  say  that- 


Senator  Breaux.  Why  are- 


Ms.  Yim.  At  the  working  group 

Senator  Breaux.  Why  are  you  testifying  here  today  then? 

Ms.  Yim.  Well,  I  can  say  that  at  the  working  group  level  in  which 
I  participated,  although  a  lot  of  this  was  done  before  I  was  even 
sworn  in — this  took  place  before  I  was  sworn  in  on  May  4. 
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Senator  Breaux.  Are  you  the  top  person  in  the  Department  of 
Transportation  that  understands  this  problem? 

Ms.  YiM.  I  am  the  Acting  Administrator  for  the  Maritime  Admin- 
istration. My  participation  in  the  National  Economic  Council  is  de- 
scribed at  a  certain  level,  which  is  the  working  group  level. 

Senator  Breaux.  But  you  do  not  know  what  the  working 

Ms.  YiM.  Beyond  that,  it  is  the  deputies  and  the  Secretary,  and 
the  President. 

Senator  Breaux.  But  you  cannot  tell  us  what  the  working  group 
did. 

Ms.  YiM.  I  can  tell  you  what  the  working  group  did. 

Senator  Breaux.  Well,  then 

Ms.  YiM.  But  I  cannot  tell  you  substantively  what  the  product 
was,  because  it  then  had  to  be  reviewed  and  approved  by  subse- 
quent levels,  which  is  the  deputies'  level,  and  then  the  principals' 
level. 

Senator  Breaux.  Do  you  understand  my  frustration 

Ms.  YiM.  I  do. 

Senator  Breaux  [continuing].  And  what  I  mean? 

Ms.  YiM.  I  do. 

Senator  Breaux.  No  one  from  your  Department  is  able  to  tell  the 
Merchant  Marine  Subcommittee  of  the  Senate  what  the  rec- 
ommendations discussed  in  NEC  were?  I  mean,  who  supported  the 
Secretary  of  Transportation's  recommendation?  Who  did  not? 

Ms.  YiM.  That  is  correct. 

Senator  Breaux.  Mr.  Lynn,  what  do  you  do  down  there?  [Laugh- 
ter.] 

Mr.  Lynn.  Senator,  I  am  the  Director  of  Program  Analysis  and 
Evaluation  at  the  Department  of  Defense. 

Senator  Breaux.  Have  you  discussed  and  prepared  your  testi- 
mony in  cooperation  with  the  head  of  the  Military  Sealift  Com- 
mand? 

Mr.  Lynn.  We  worked  with  the  Military  Sealift  Command  and 
coordinated  with  them  on  the  testimony.  Yes,  sir. 

Senator  Breaux.  Have  you  discussed  your  testimony  and  pre- 
pared it  in  cooperation  with  the  head  of  TRANSCOM? 

Mr.  Lynn.  I  did  not  discuss  it  with  the  Transportation  Command 
directly,  but  they,  too,  would  have  coordinated  on  the  testimony. 
So,  they  did  have  an  opportunity  to  see  it  prior  to  submission. 

Senator  Breaux.  Have  you  sat  down  with  Greneral  Fogleman  and 
talked  with  him  about  the  problem  and  what  the  recommendation 
was  going  to  be  specifically? 

Mr.  Lynn.  I  had  discussed  the  issue  with  Greneral  Fogleman. 

Senator  Breaux.  You  did. 

Mr.  Lynn.  I  do  not  think  we  have  discussed  the  specific  rec- 
ommendation. 

Senator  Breaux.  What  is  their  responsibility? 

Mr.  Lynn.  General  Fogleman  is  the  Commander  in  Chief  of  the 
Transportation  Command.  He  has  primary  responsibility  for  get- 
ting troops  and  equipment  to  an  area  of  crisis. 

Senator  Breaux.  Why  would  you  not  sit  down  in  a  meeting  some- 
where at  the  Pentagon  and  say,  "What  do  you  need.  General 
Fogleman?  What  should  I  say?" 
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Mr.  Lynn.  Well,  I  am  sorry,  Senator.  We  have  had  elaborate  dis- 
cussions with  Greneral  Fogleman's  staff,  as  well  as  other  staffs  in 
the  Pentagon,  on  exactly  what  the  requirements  are.  And  we  are 
trying  to  refine  that  still  further. 

Senator  Breaux.  Do  you  participate  in  the  NEC  organization  and 
group  in  discussing  this  witn  the  administration? 

Mr.  Lynn.  Yes,  sir.  I  do. 

Senator  Breaux.  What  was  your  recommendation? 

Mr.  Lynn.  Senator,  I  would  hesitate  to  discuss  any  recommenda- 
tions on  a  matter  that  the  President  has  not  decided. 

We  are  concerned  about  the  problem  that  the  committee  is  fo- 
cused on,  that  the  decline  of  the  U.S.  merchant  marine  may  lead 
to  a  gap  in  defense  requirements,  that  we  may  not  have  sufiicient 
U.S.-flag  ships  to  meet  sealift  demands,  particularly  for  the 
sustiiinment  shipping. 

We  have  worked  with  the  Department  of  Transportation  and  the 
other  members  of  the  NEC  to  develop  options  to  address  that  prob- 
lem, and  those  recommendations  and  options  are  now  before  the 
President.  I  hesitate  to  give  you  our  specific 

Senator  Breaux.  Well,  let  me  ask  you  what  you  believe  in.  Do 
you  think  the  Department  of  Defense  should  contribute  to  an  ODS 
program  for  the  U.S.  merchant  marine? 

Mr.  Lynn.  Senator,  again,  I  hesitate  to  discuss  what  our  specific 
recommendations  are.  We  think  that  there  is  a  problem.  We  are 
trying  to  work  with  the  Department  of  Transportation  to  remedy 
that  problem  in  the  manner  that  is  most  effective  for  the  Nation's 
security  and  can  be  implemented  at  the  least  cost. 

Senator  Breaux.  I  am  not  asking  you  for  your  recommendation 
or  anything.  Do  you  think — I  am  not  asking  you  what  you  rec- 
ommended. Let  us  suppose  you  did  not  even  have  that  meeting. 

Do  you  think  that  the  Department  of  Defense  should  contribute 
financially  out  of  the  DOD  budget  to  operating  subsidies  or  mari- 
time programs  to  encourage  U.S.  merchant  marine  fleets? 

Mr.  Lynn.  It  is  difficult.  Senator,  for  me  to  speak  to  what  the  pri- 
orities within  the  defense  budget  should  be  without  the  Secretary 
having  identified  those. 

Senator  Breaux.  Why  are  you  here?  [Laughter.] 

Mr.  Lynn.  I  am  here  because  you  asked  for  a  representative  from 
the  Department  of  Defense  who  deals  with  these  issues.  And  I  am 
that  person. 

Senator  Breaux.  But  you  cannot  answer  the  questions? 

Mr.  Lynn.  I  would  say.  Senator,  it  is  not  because  of  my  position 
that  I  cannot  answer  the  questions.  It  is  because  we  are  still  in  the 
process  of  formulating  a  position. 

Senator  Breaux.  You  cannot  tell  me  as  a  representative  of  the 
Department  of  Defense  whether  the  Department  of  Defense  feels 
they  should  make  a  financial  contribution  to  this  problem?  That  is 
all  I  am  asking. 

Mr.  Lynn.  Let  me  see  if  I  can  answer  it  a  little  differently,  Sen- 
ator. Let  me  see  if  I  can  help  you  here. 

The  Department  of  Defense,  in  one  way,  already  does  contribute 
to  the  kind  of  program  you  are  talking  about.  The  Department 
pays,  through  the  Cargo  Preference  Program,  an  implicit  subsidy 
for  the  use  of  American-flag  vessels. 
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So,  in  that  sense,  the  Department  does,  indeed,  contribute  to  the 
maintenance  of  the  U.S. -flag  fleet.  We  have  no  proposal  at  this 
point  to  change  that. 

I  think  where  you  are  going,  though,  Senator,  is  wondering 
whether  we  should  expand  that  commitment  beyond  what  we  al- 
ready do.  And  that  is  the  matter  that  is  under  discussion  in  the 
administration  at  this  point. 

Senator  Breaux.  Can  you  tell  me  if  the  Department  of  Defense 
agreed  with  Secretary  Pefia's  recommendation  to  the  NEC,  since 
you  were  there? 

Mr.  Lynn.  I  was  there.  Senator.  Again,  I  would  not  want  to  re- 
veal any  private  recommendations  that  were  made  to  the  President 
in  the  NEC  process.  We  have  been  working  with  the  Secretary  of 
Transportation  in  trying  to  identify  a  solution  to  this  problem. 

Senator  Breaux.  Is  it  secret  meetings? 

Mr.  Lynn.  They  are  not  public  meetings.  No,  Senator. 

Senator  Breaux.  Then  you  cannot  tell  the  committee  in  Con- 
gress, that  is  in  charge  of  this  program,  what  the  recommendation 
of  the  Department  of  Defense  is  to  the  NEC  agency? 

Mr.  Lynn.  Not  at  this  time.  Once  the  President  has  made  a  deci- 
sion, I  would  be  happy  to  come  back  and 

Senator  Breaux.  Well,  then  the  President  is  going  to  tell  us.  I 
am  just  asking  what  the  Department  of  Defense's  position  is. 

Mr.  Lynn.  I  would  be  happy  to  come  back  and  elaborate  on  the 
Department's  view  at  that  time. 

Senator  Breaux.  Well,  no.  At  that  time,  you  are  going  to  agree 
with  the  President. 

Mr.  Lynn.  Yes,  sir.  [Laughter.] 

Senator  Breaux.  Let  me  ask  you  to  comment  on  this:  Last  Fri- 
day— this  was  in  my  opening  statement — the  Navy  announced  that 
it  would  spend  over  $1  billion  to  convert  five  foreign-built  ships  for 
the  storage  and  carriage  of  military  equipment. 

That  is  $1  billion  to  convert  5  ships,  not  to  build  50  ships,  but 
to  convert  5  foreign -flag  ships.  For  $1  billion,  we  could  support  50 
commercial  ships  at  $2  million  per  year  for  10  years. 

What  do  you  think  about  that?  You  are  in  analysis,  as  I  under- 
stand it.  Analyze  that  statement. 

Mr.  Lynn.  Yes,  Senator.  As  I  mentioned  in  my  statement,  there 
are  two  fundamental  requirements  for  sealift;  in  support  of  military 
missions. 

The  ships  that  you  are  referring  to — the  five  large,  medium- 
speed,  RO-RO  ships,  would  be  purchased  and  converted  to  meet  the 
first  need,  which  is  surge  shipping.  In  the  first  days  of  a  crisis,  we 
would  try  and  get  as  much  equipment  to  the  scene  of  the  conflict 
as  possible. 

The  plan  would  be  to  move,  in  the  first  35  to  40  days,  a  heavy, 
two-division  Army  corps  to  the  area.  The  ships  that  we  are  propos- 
ing to  convert  have  the  speed,  the  roll-on/roll-oflf  characteristics, 
and  the  size  and  availability  rates  to  meet  those  requirements. 

Most  of  the  ships  in  the  commercial  fleet  do  not  offer  that  same 
type  of  capability.  They  are  not  as  large.  They  tend  to  be  container- 
ships  rather  than  roll-on/roll-off  vessels.  And  generally — although 
not  always — they  are  not  as  fast. 
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In  addition,  because  of  the  speed  at  which  forces  would  have  to 
be  deployed,  the  ships  would  have  to  be  available  quickly — within 
only  a  few  days.  Most  commercial  ships  that  are  in  international 
trade  could  not  be  made  available  that  rapidly. 

The  commercial  ships  that  you  are  referring  to,  Senator,  how- 
ever, are  very  useful  in  terms  of  sustainment  shipping.  There,  the 
requirements  are  somewhat  different.  Most  unit  equipment  would 
be  deployed  in  the  initial,  "surge"  phase  of  an  operation — the  phase 
to  which  the  roll-on/roll-oflf  requirement  responds. 

The  other  equipment — resupply,  ammunition,  and  so  on — would 
move  a  bit  later,  in  containers.  For  those  deliveries,  commercial 
shipping  is  very  useful.  And  we  plan  to  utilize  it. 

Senator  Breaux.  How  comfortable  are  you,  if  you  need  some  of 
those  ships  that  you  are  talking  about,  if  they  are  flagged  in  Libe- 
ria or  the  Philippines  or  Marshall  Islands  and  crewed  not  with  U.S. 
citizens  but  crewed  with  Taiwanese  or  Filipinos  or  anybody  else 
who  is  not  a  U.S.  citizen? 

How  comfortable  is  the  Department  of  Defense  that  these  men 
and  women  that  crew  those  foreign-flag  vessels  will  be  willing  and 
able  to  go  into  harm's  way  on  behalf  of  the  United  States? 

Mr.  Lynn.  I  think.  Senator,  you  have  identified  the  primary  con- 
cern of  the  Department.  Well,  you  mentioned  two  concerns,  and  I 
would  focus  on  the  second  one. 

The  first  concern  you  mentioned  was  the  availability  of  the  ships. 
We  think  that  the  ships  that  would  be  in  the  effective  U.S.-flag 
fleet  would,  indeed,  be  available  to  the  country  should  the  Presi- 
dent decide  to  request  or  requisition  them. 

So,  with  regard  to  ship  availability,  I  think  we  are  relatively 
comfortable.  But  the  other  issue  that  you  mentioned  is  the  crews. 

Most  of  those  ships,  indeed,  would  have  foreign,  not  U.S.,  crews. 
And  it  has  been  the  policy  of  the  country— one  that  would  con- 
tinue— ^to  use  U.S. -crewed  ships  first,  to  the  extent  they  are  avail- 
able. 

The  decline  in  the  number  of  ships,  the  reflaggings  that  have 
been  proposed,  threatens  that.  And  that  threatens  the  availability 
of  at  least  some  of  those  ships.  So,  the  question  is  whether  we 
would  have  enough  ships  to  meet  defense  requirements. 

And  that,  you  know,  is  the  primary  focus  of  the  Defense  Depart- 
ment in  the  NEC  discussions  that  we  have  been  talking  about  prior 
to  this. 

Senator  Breaux.  They  tell  me  that  approximately  75  percent  of 
the  ships  that  were  called  into  service  for  the  Persian  GulfDesert 
Storm  problem  from  the  Ready  Reserve  Fleet  missed  the  time 
deadline  that  was  required  and  set  out  for  their  being  available, 
and  functioning. 

To  me,  that  sounds  like  a  big  problem.  What  does  it  sound  like 
to  you? 

Mr.  Lynn.  I  am  not  familiar  with  the  75-percent  number.  Sen- 
ator. We  will  get  you  the  exact  number  for  the  record,  but  there 
certainly  were  some  problems  in  breaking  out  the  Ready  Reserve 
Force. 

We  are  trying  to  deal  with  those  problems  in  cooperation  with 
the  Maritime  Administration,  which  administers  that  program.  We 
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are  working  with  them  to  improve  the  breakout  capabiHty  of  those 
ships. 

Senator  Breaux.  But  from  the  Defense  Department's  perspective, 
what  was  the  problem? 

Mr.  Lynn.  The  problem,  from  the  Defense  Department's  perspec- 
tive, is  whether  the  ships  are  at  the  right  port  on  the  schedule  that 
they  are  needed. 

Senator  Breaux.  Is  it  just  a  location  problem? 

Mr.  Lynn.  I  would  say  it  is  more  than  location,  Senator.  It  is  a 
question  of  schedule,  and  of  location  and  time. 

Senator  Breaux.  How  about  them  being  functional  and  ready  to 
go  from  a 

Mr.  Lynn.  You  are  absolutely  right.  Senator. 

Senator  Breaux.  How  about  from  a  crew  standpoint?  That  is  a 
problem,  too;  is  it  not? 

Mr.  Lynn.  There  were  some  crowing  problems.  And  we  are  work- 
ing with  the  Maritime  Administration  to  try  and  address  those 
problems  as  well. 

I  think  in  most  cases,  we  were  able  to  get  crews  in  a  timely  fash- 
ion, but  in  some  instances,  there  were  some  delays. 

Senator  Breaux.  So,  this  program  that  is  supposed  to  make 
ships  available  for  the  military  and  used  in  times  of  national  emer- 
gency had  crew  problems.  We  had  condition-of-the-ship  problems. 
And  we  had  location  problems. 

I  cannot  think  of  another  possible  problem  that  we  could  have 
had.  That  is  a  pretty  big  problem;  is  it  not? 

Mr.  Lynn.  There  were,  certainly,  problems.  Senator.  But,  in  the 
end,  we  think  that  the  Ready  Reserve  Force  performed  the  mission 
that  was  needed. 

But  we  are  not  resting  there.  We  are  trying  to  remedy  the  prob- 
lems that  you  have  identified  and  improve  the  performance  of  the 
fleet. 

Senator  Breaux.  Can  you  tell  me  how  come  every  time  I  talk 
with  a  flag  officer  that  is  in  charge  of  TRANSCOM  or  in  charge  of 
the  Military  Sealift  Command  or  in  charge  with  transporting  any- 
thing for  the  military  that  every  one  of  them,  privately  when  they 
come  into  my  office,  tell  me  that  it  is  absolutely  essential  that  we 
have  a  program,  that  it  is  extremely  reasonable  and  sound  eco- 
nomic policy  for  the  Department  of  Defense  to  participate  in  help- 
ing to  fund  that  program,  and  yet,  every  time  when  I  try  to  get 
anybody  from  the  Defense  Department  to  acknowledge  that,  they 
disagree? 

I  mean,  the  people  who  are  actually  out  in  the  field  and  have  to 
rim  the  program,  on  a  day-to-day  basis,  all  say  that  this  is  a  legiti- 
mate expense  for  the  Department  of  Defense,  except  when  we  get 
outside  the  people  who  are  actually  running  the  program  to  the 
group  of  people  that  Senator  Mikulski  said  were  policy  wonks. 

And  they  say,  "We  do  not  need  that." 

I  mean,  why  is  it  the  people  who  deal  with  this  on  a  day-to-day 
basis  are  very  clear  with  what  needs  to  be  done?  I  mean,  is  there 
an  explanation?  I  mean,  are  the  people  who  are  running  the  day- 
to-day  operations  just  totally  wrong  in  their  recommendations? 
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They  cannot  say  them  publicly.  So,  I  will  not  use  their  names. 
But  every  one  of  them  thinks  that  they  need  a  U.S.  commercial 
fleet  and  that  it  is  important  to  the  national  security  efforts. 

And  they  are  very  candid  in  saying  that  there  is  going  to  have 
to  be  a  contribution  from  DOD's  budget.  I  mean,  it  seems  to  me 
that  what  you  want  is  the  ships,  but  you  do  not  want  to  have  to 
contribute  to  it. 

And  why  am  I  wrong  in  that  impression? 

Mr.  Lynn.  Senator,  I  think  you  are  right  in  that  the  people  on 
the  ground  in  the  Transportation  Command,  and  elsewhere  out  in 
the  combatant  commands,  think  that  the  importance  of  having  a 
U.S.-flag  merchant  fleet  is  high. 

They  have  relied  on  these  ships  in  the  past,  with  good  success, 
and  would  like  to  continue  to  rely  on  them  in  the  future. 

In  terms  of  the  Department's  institutional  response,  which  is 
what  I  believe  is  motivating  your  question,  I  cannot  speak  for  the 
prior  administration.  But  for  this  administration,  the  problem  is 
that  we  are  trying  to  evaluate  the  legitimate  need  for  sustainment 
shipping  against  the  other  needs  the  Department  must  meet  within 
a  sharply  constrained  budget. 

And  until  we  are  able  to  bring  this  before  the  President  for  a  de- 
cision, it  is  difficult  for  anyone  in  my  position  to  come  and  give  you 
a  specific  recommendation  as  to  how  much  we  ought  to  spend  and 
what  program  we  ought  to  support. 

Senator  Breaux.  Well,  I  tried  to  put  it  in  perspective.  And  then 
you  asked — ^the  Navy,  just  this  past  week,  is  asking  for  $1  billion 
to  reconvert  five  ships.  I  mean,  that  price  for  5  ships  could  fund 
50  ships  for  10  years. 

Mr.  Lynn.  That  is  correct.  Senator.  But  those  50  ships  would  not 
be  able  to  perform  the  mission  that  the  5  ships  that  we  are  pur- 
chasing are  required  to  do. 

Senator  Breaux.  Well,  they  would  perform  other  missions. 

Mr.  Lynn.  They  would  certainly  perform  other  missions.  Senator. 

Senator  Breaux.  Missions  that  are  vitally  important  to  the  na- 
tional security. 

Mr.  Lynn.  Senator,  both  elements  of  the  lift  equation — surge  lift 
and  sustainment  lift— are  vital.  We  have  a  program  for  surge  lift, 
a  piece  of  which  you  have  mentioned,  which  is  to  procure  those  five 
ships. 

And  we  are  moving  out  on  a  program  beyond  that.  We  are  devel- 
oping a  program  to  meet  our  needs  for  sustainment  shipping, 
where  we  also  have  a  problem. 

So,  we  are  ahead  in  one  area  and  not  as  far  along  in  the  other. 
But  we,  indeed,  are  moving.  And  we  will  have  a  recommendation 
for  this  committee  to  consider. 

Senator  Breaux.  The  Mobility  Requirements  Study  found  that 
the  U.S.-flag  fleet,  as  then  projected,  would  be  adequate  to  meet 
sustained  requirements  for  at  least  throughout  the  end  of  the  dec- 
ade. 

The  end  of  the  decade  sounds  like  a  long  time,  but  it  is  getting 
very  close  to  being  the  end  of  the  decade.  You  don't  build  ships 
overnight. 
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Is  the  recommendation  of  the  Mobihty  Requirements  Study  likely 
to  change  if  these  two  vying  companies  that  we  have  testifying 
today  go  foreign  crew  their  ships  with  foreign  crewmen? 

Is  the  Mobility  Requirements  Study  still  going  to  have  the  same 
recommendation  after  we  lose  the  two  largest  carriers  to  a  foreign- 
flag  with  foreign  crews?  Does  this  not  make  a  difference? 

Mr.  Lynn.  Senator,  the  portion  of  the  study  that  you  are  refer- 
ring to  has  been  completed  and  is  now  before  Congress,  so  its  rec- 
ommendations will  not  change.  Within  the  study — I  should 
have 

Senator  Breaux.  Let  me  ask  you  this:  I  mean,  did  anybody  think 
about  maybe  updating  it  since  we  have  just  lost  the  two  largest 
carriers,  going  foreign-flag? 

Mr.  Lynn.  Exactly  where  I  was  going.  Senator.  The  study  as- 
sumed some  decline  in  the  U.S. -flag  fleet,  which  is  a  point  that  I 
tried  to  address  in  my  statement.  More  recent  projections  of  the 
U.S.-flag  fleet  have  gone  down. 

We  are  in  the  process  of  reevaluating  whether  the  conclusion  of 
the  Mobility  Requirements  Study — which  assumed  that  there 
would  be  sufficient  U.S.-flag  shipping  available  to  meet 
sustainment  lift  needs — is  still  valid. 

Senator  Breaux.  Well,  how  can  it  be  valid? 

Mr.  Lynn.  There  will  be  U.S.-flag  ships — even  after  these 
reflaggings.  The  ODS  has  not  expired  yet,  but  it  will  if  nothing  is 
done. 

There  is  no  proposal  at  this  point  to  limit  the  cargo  preference 
and  Jones  Act  programs.  So,  there  would  still  be  some  U.S.-flag 
shipping  available  for  sustainment  purposes.  But  whether  that 
would  be  enough  and  whether  the  other  ships  would  be  available 
or  not  is  what  we  are  looking  at  now. 

As  I  mentioned  earlier,  we  are  working  with  the  Transportation 
Command  as  well  as  the  Military  Sealift  Command  and  MARAD 
to  try  and  determine  what  the  gap  would  be,  if  any. 

Senator  Breaux.  Well,  I  thank  you  all  for  being  here.  I  mean,  it 
is  disappointing.  It  is  a  disappointing  response  on  behalf  of  the  ad- 
ministration to  the  loss  of,  what,  15  percent  of  capacity  of  the  U.S.- 
flag  industry. 

And,  Ms.  Yim,  your  boss  ultimately  is  the  President,  of  course. 
Within  the  Department,  it  is  Secretary  Pefia.  I  have  no  fault  with 
his  efforts.  He  is  doing  a  fine  job.  And  you  all  are  trying. 

But  you  are  not  getting  any  support  from  anybody.  I  mean,  I 
know  what  went  on  at  the  NEC.  I  mean,  everybody  else  wants  a 
U.S.  merchant  flag,  but  they  do  not  want  to  do  anything  to  help 
it. 

I  mean,  as  long  as  DOD  thinks  that  they  are  getting  a  free  ride, 
they  are  happy.  And  I  think  that  is  what  they  are  doing. 

But  you  are  not  getting  any  help  from  anybody.  And  it  is  awful. 
I  do  not  know  why  NEC  has  to  have  people  who  know  nothing 
about  the  maritime  industry  making  decisions  on  maritime.  It  does 
not  make  any  sense. 

I  mean,  yet  they  sit  there  and  say,  "No.  No.  No." 

And  we  have  the  Secretary  of  Transportation  trying  to  say,  "Yes." 

And  there  is  nobody  that  supports  it.  And  as  a  result,  we  are  see- 
ing, after  20  years,  the  demise  of  this  industry.  And  no  administra- 
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tion,  this  one,  the  last  one,  the  one  before  that,  ever  since  I  have 
been  in  Congress,  has  really  tackled  this  issue  forcefully,  aggres- 
sively, and  with,  I  think,  good,  solid  reasoning. 

And  I  am  encouraged  only  by  the  fact  that  the  President  of  the 
United  States,  I  think — personally,  because  I  have  spoken  with  him 
about  this  issue — ^has  a  concern  here  and  has  an  understanding 
that  something  needs  to  be  done. 

And  he  is  just  going  to  have  to  knock  a  lot  of  heads  and  bite  the 
bullet  and  come  out  with  something  almost  on  his  own  in  order  just 
to  assure  that  the  United  States  of  America  continues  to  have  a 
strong  U.S.  maritime  industry.  I  think  it  is  important.  And  I  know 
the  President  feels  that  as  well. 

This  will  conclude  this  hearing.  I  thank  all  of  the  witnesses  for 
being  here. 

And  until  the  next  time,  we  are  adjourned. 

[Whereupon,  at  12:30  p.m.,  the  hearing  was  adjourned.] 


APPENDIX 


Letter  From  Lane  Kirkland,  President,  AFL-CIO 

August  4,  1993. 
The  Honorable  John  B.  Breaux, 
U.S.  Senate, 
Washington,  DC    20510 

Dear  Chairman  Breaux:  Over  the  last  two  decades,  we  have  witnessed  a  steady 
contraction  of  the  domestic  flag  merchant  fleet  from  a  level  of  798  ships  to  385  in 
1993.  This  decline  has  occurred  during  a  period  of  unprecedented  expansion  in  the 
nation's  international  trade,  of  which  American  ships  now  carry  only  four  percent 
of  U.S.  exports  and  imports.  The  present  state  of  the  American  maritime  industry 
represents  more  than  just  distressing  statistics  in  annual  government  reports.  In- 
deed, a  weak  U.S.-flag  fleet  has  a  serious  impact  on  the  nation's  economic  security 
and  strategic  sealift  requirements. 

The  AFL-CIO  believes  that  this  decline  must  be  reversed.  To  this  end,  the  Execu- 
tive Council  considered  maritime  initiatives  during  its  meeting  in  Chicago  on  Au- 
gust 4,  and  unanimously  endorsed  a  statement  calling  for  Congress  and  the  Clinton 
Administration  to  enact  programs  that  will  maintain  U.S.-flag  participation  in  the 
international  shipping  market. 

Please  include  this  statement  as  part  of  the  record  of  any  hearings  your  commit- 
tee conducts  to  discuss  efforts  to  maintain  an  American  flag  presence  on  the  world's 
sea  lanes. 

Sincerely, 

Lane  Kirkland, 

President. 


Prepared  Statement  of  the  AFL— CIO  Executive  Council 

The  U.S.  government  appears  to  be  on  the  verge  of  dismantling  what  remains  of 
the  American-flag  merchant  marine.  For  the  sake  of  the  nation's  economic  and  secu- 
rity interests,  this  must  not  be  allowed  to  happen. 

More  than  two  decades  have  passed  since  the  federal  government  last  took  meas- 
ures to  strengthen  the  American  merchant  marine,  since  that  time,  the  decrease  in 
government  operating  subsidies  for  U.S.-flag  ships,  designed  to  offset  the  subsidies 
and  restrictive  snipping  practices  of  other  countries,  has  resulted  in  the  steady  re- 
duction of  the  nation's  commercial  fleet.  The  merchant  marine  is  currently  at  385 
ships,  down  from  798  in  1970  and  3,500  in  1945.  Our  ships  carry  only  four  percent 
of  the  nation's  international  commerce. 

Maritime  policy  is  in  chaos.  Recent  legislative  initiatives  to  bolster  the  U.S.  fleet 
have  failed.  Without  a  clear  and  comprehensive  policy  to  preserve  and  enhance  the 
merchant  marine,  shipping  companies  will  reflag  most  of  the  remaining  U.S.-flag 
ships,  thousands  more  high-skilled  Americans  will  lose  their  jobs  and  America's  sta- 
tus as  a  seafaring  nation  will  be  lost  forever. 

The  result  would  be  to  leave  the  largest  trading  nation  without  a  merchant  fleet 
to  call  its  own  and  to  endanger  America's  strategic  interests  by  leaving  its  military 
sealift  requirements  to  uncertain  allies. 

We  urge  Congress  and  the  Clinton  Administration  to  choose  a  different  course, 
one  that  wiU  not  only  preserve  but  rebuild  a  strong  maritime  industry  that  is  so 
essential  to  the  nation's  economic  and  strategic  future.  Specifically,  we  urge  the  en- 
actment of  legislation  to  create  a  program  of  strong  government  support  for  U.S.- 
flag  ships  engaged  in  international  trade.  In  the  meantime,  there  should  be  a  mora- 
torium on  government  approval  of  applications  to  reflag  American  commercial  ships. 
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